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EGEL ONCE SAID, and Marxists who use his dialectical system 
H often repeat, “quantity becomes quality.” How ironic (or per- 
haps it is the result of Hegelian synthesis?) that today it is the 
capitalists for whom this phrase seems most apposite. For 2007 was the 
year when flows of international finance into China and India reached a 
critical mass, and the government barriers to integration of their corpo- 
rate sectors with international management came tumbling down. 

In this issue, Ken DeWoskin and Chris Cooper explain how the suc- 
cess of state enterprises’ IPOs convinced the Beijing leaders that fi- 
nancial markets could promote the process of building world-beating 
companies. The combination of China’s pool of excess savings with lo- 
cal and foreign private-equity firms is starting to fund the expansion 
of ambitious enterprises onto the global stage. Within just a few years, 
China will go from having no brands with international reach to having 
representatives on the top lists in almost every sector. 

Meanwhile in India, as Alina Bakunina writes, last year saw inflows 
of private-equity money double. That combined with plenty of portfo- 
lio investment flowing into the domestic stock market allowed Indian 
companies to begin a similar global shopping spree. In both countries, 
the governments which once tried to hold the commanding heights of 
the economy are embracing the flat world; instead of trying to keep 
capital from fleeing, they have the opposite problem of managing large 
inflows of investment. 

Unfortunately, not every country in Asia has turned the corner and 
enabled its people to create sufficient opportunities at home. For in- 
stance, Minh Pham and Katarina Harrod show Sri Lanka has become 
dependent on the remittances of its overseas workers. 

As part of our ongoing efforts to explain and predict these divergent 
outcomes, we present our second Barometer of Asian Development. This 
year we highlight several indexes produced by reputable organizations 
that focus on one or more aspects of competitiveness. We hope that this 
convenient collection of information will prove useful to readers. 

As part of our ongoing revamp of the REVIEW Web site, which will 
culminate in the spring with a totally new design, we are adding a reg- 
ular page to the magazine highlighting our free online content. Please 
visit www.feer.com and offer your comments and suggestions. 

Our next issue will be published on March 7, after the lunar new year 
holiday. We wish all our readers a happy and healthy beginning to the 
year of the rat! 
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KNOWLEDGE IS VITAL. BUT KNOWLEDGE IS NOTHING WITHOUT UNDERSTANDING. 


That's why every morning over 300,000 of the smartest, most successful business leaders in Asia start their day 
with a comprehensive review of global business news in The Wall Street Journal Asia. Because it is only when you truly 
understand the issues and the context behind the news that your knowledge and experience come into their own. 
That’s understanding. That’s The Wall Street Journal Asia. 
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Private Equity 
Transtorms China 


by Ken DeWoskin and Chris S. Cooper 





HINA’S SURPLUS OF capital 
is hardly news. Plentiful 
bank deposits have en- 
abled infrastructure devel- 
opment and industrial 
plant renewal since the advent of the re- 
form era. More recently analysts have fin- 
gered the high savings rate as an 
impediment to growing domestic house- 
hold consumption and diversifying the 
economy away from dependence on the 
export sector. But now there is a new rea- 
son to pay attention to China’s pool of sav- 
ings: In the hands of foreign and domestic 
private-equity funds this capital is about 
to transform Chinese companies into glob- 
al players. 

China is creating new breeds of com- 
mercial actors to rebalance the flow of both 
goods and capital across its borders. These 
financial institutions have aggregated mas- 
sive investment funds, and promise to real- 
locate capital domestically and globally on 
a scale that is unprecedented in the estab- 
lished global financial system. 

Fast wealth creation through financial 
strategies and activities was not the prior- 
ity in the first decades of economic develop- 





ment and enterprise reform. Rather the fo- 
cus was on domestic infrastructure 
investment, repositioning management au- 
thority and responsibility through gover- 
nance reform, improvement of operational 
efficiencies, and correction of inefficiencies 
in domestic allocation of capital. 

But through the huge domestic accumu- 
lations of capital and the magic of equity 
markets, the path to reform and drivers of 
wealth in China are changing. There should 
be little doubt that if current trends in glob- 
al capital flows and accumulations contin- 
ue, China will become an exporter of capital 
with global impact that rivals China’s wide- 
ly recognized impact as the world’s domi- 
nant exporter of goods. 


Enter the New Players 


WHAT IS PARTICULARLY Salient about cur- 
rent developments is the simultaneous 
complementary emergence of two kinds of 
players with fat wallets and huge invest- 
ment appetites. One player is the tradition- 


œo Messrs. DeWoskin and Cooper are China- 
based consultants. 


ie ee ee 


Ee A RO TN TTT TET LT RYOTE Te r n 


al enterprise. Enterprises in financial 
services, telecommunications, energy and 
resources, steel, and many other sectors 
have now enjoyed for several years the 
fruits of surging productivity and profit- 
ability. Having no dividend obligations to 
their state owners, profitable enterprises 
have taken over from state banks as the ma- 
jor investors in the domestic economy. 

Accounting for more than 50% of do- 
mestic investment, enterprises currently 
drive China’s high fixed-asset investment 
growth in property and industrial capac- 
ity. But now, at a steady pace, leading en- 
terprises are getting large shots of financial 
steroids, through stunningly successful 
share offerings at home and abroad. 
Through these offerings, they are building 
investment potential of an altogether dif- 
ferent order of magnitude. 

Behind the statistics, important chang- 
es have taken place. Strategic investment 
by China’s large state-owned enterprises 
is generally recorded as industry consoli- 
dation, and much of it is. At the same time, 
domestic enterprises have gradually 
morphed into important domestic finan- 
cial investors, crossing sectors opportu- 
nistically to add to already robust bottom 
lines. In all but a few sectors, no case can 
be made for further investment in produc- 
tion capacity. 

China’s main insurers as well as the 
large nonfinancial sors hold the major po- 









sitions in domestic equity markets. But 
most interesting is the role of industrial 
and commercial soes as direct and active 
players in the remodeling of domestic fi- 
nancial services and major backers of new 
private-equity funds. 

For example China’s first new national 
bank in a decade, the Bohai Bank, is 19.9% 
owned by Standard Chartered, while the 
next largest shareholders are shipping gi- 
ant COSCO (13.7%) and Bao Steel (11.7%). 
Bao Steel has recently committed to buy- 
ing over $500 million of shares in Shen- 
zhen Development Bank, which is not only 
outside its industry but outside its tradi- 
tional geographic sphere of interests. 

The second new player is a new kind of 
player, the Chinese equivalent of private- 
equity funds, essentially aggregators of the 
surpluses being generated at the enterprise 
level as well as accumulations in public- 
welfare entities. These are now proliferat- 
ing quickly and they appear with very high 
levels of investment potential at birth. 

China’s private-equity funds are not en- 
tirely different from its trust companies, 
such as CITIC and its provincial or ministe- 
rial look-alikes, or the Central Huijin, once 
operated as a private-equity fund by the 
central bank. But the new funds are de- 
signed to perform more independently and 
commercially; ideally they would avoid the 
tarnish of historic trust funds, which often 
suffered severe misappropriation and cred- 

it risks. The new funds have al- 

ready embarked on cooperation 
with global private equity. 

In terms of aggregating capital, 
these funds are attractive options 
for corporate investors. Bank de- 
posits are earning negative real 
rates of return as inflation mea- 
sured by the consumer price in- 

dex appears to be holding 
around 6.5%, with key drivers 
such as food prices peaking 
around 17%. Corporate inves- 
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tors face strong pressures against unbridled 
investment in new capacity. 

The charters of the investment funds 
are diverse. Some funds are targeting prior- 
ity domestic investment needs, like green 
growth and rural reconstruction, nuclear 
energy or coal technology, renewable en- 
ergy or rural reconstruction. Others are fo- 
cused on financial-sector reform. Some are 
primarily domestic; others are explicitly 
global. Leaders clearly expect them to be 
more efficient stewards of capital in target- 
ed sectors than the banks and markets. 


Getting Big Fast 
ZHU RONGJI AT one point during his ten- 
ure as premier declared among his goals 
to see many Chinese companies join the 
Fortune 500. The quest for scale was a fac- 
tor in industry consolidation that occurred 
by administrative fiat. Often, as with Alu- 
minum Corp of China (Chalco) and oil and 
gas players, consolidation was followed by 
IPOs on domestic and overseas markets. 
It is difficult to judge if such consolida- 
tion helped or actually hindered reform 
toward competitiveness; many of the con- 
solidated entities still operate in protected 
sectors, such as aluminum, oil and gas, and 
telecommunications. But there is no doubt 
it began the process of building the scale 
necessary for global acquisitions. 
Students of China’s telecommunica- 
tions sector will remember when national 
leaders declared illegal the famous Uni- 
com investment model, the China-China- 
Foreign proxy scheme for getting foreign 
capital into a sector that did not permit 
foreign ownership. There were at that 
point some 49 noncompliant ventures with 
a total investment of $1.5 billion. The tor- 
tuous process of establishing those ven- 
tures was only eclipsed by the more tortu- 
ous process of unwinding them. They were 
completely unwound as a prerequisite for 
Unicom’s IPO, an offering that netted the 
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enterprise $5.7 billion in foreign capital, 
with no compliance issues and nota single 
foreign joint-venture partner. That was a 
defining moment in Beijing’s discovery of 
the magic of the equity markets. 

Now, less than a decade later, [Pos are 
avery familiar tool, and Chinese business 
and political leaders have highly sophisti- 
cated strategies and goals in using them, 
domestically and abroad. Multibillion-dol- 
lar IPO proceeds are commonplace. 

The launch of the PetroChina domestic 
share offer on China’s Shanghai A-share 
exchange gave the P.R.C. government 
bragging rights to the world’s largest com- 
pany by market capitalization. By one cal- 
culation, the value of PetroChina became 
the world’s first company to soar past a 
market value of $1 trillion, more than the 
combined market value of ExxonMobil 
and Royal Dutch Shell. 

Through similar well-orchestrated ro 
offerings on overseas and domestic mar- 
kets, China has also rather quickly built by 
market cap or customer base the world’s 
largest bank, the world’s largest insurance 
company, the world’s largest chemical 
players and the world’s largest mobile 
phone company. In fact, by market capital- 
ization, China’s top SOEs are rapidly filling 
the slots in all the lists of the world’s larg- 
est companies. 

The proceeds of large SoE and national 
champion 1Pos, which never surrender 
control to public markets, have not only 
put cash in the hands of these companies. 
The enthusiasm of yuan and hard-curren- 
cy investors has so highly valued their 
shares that the buying power of their pa- 
per, albeit untested, is almost incalculable. 
The cash proceeds of the biggest listings 
over the last two years of share sales have 
not been meager, but they have been ener- 
gized by high demand and tight supply. 
Domestic market floats are very thin; Pet- 
ro China sold only 2.18% of its expanded 
shares on the A-share market. So the ac- 
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tual proceeds are completely eclipsed by 
the mammoth market caps created by very 
high price/earnings ratios. 

Of 65 mainland Iros in 2006, 39 traded 
between 20 and 30 times earnings. Over 
75% appreciated more than 50% on IPO day. 
On PetroChina’s Shanghai listing day, the 
value of the 86% of shares still held by its 
parent China National Petroleum Corp os- 
tensibly gave it $860 billion of unleveraged 
buying power (although the share price has 
already fallen considerably off its peak). 

Fast-rising listed Chinese businesses 
like Shanda, China Mobile, and IcBc, with 
highly successful launches in Hong Kong 
and U.S. markets, have been able to ac- 
quire new assets and dramatically extend 
their business or geographic scope. This is 
also the expressed intent of Alibaba in the 
wake of its rro. In fact, a number of Chi- 
nese companies with uncertain revenue 
models have managed through the judi- 
cious use of IPO proceeds to start on the 
path of critical diversification of their ac- 
tivities and competencies. 


Going Out 


BALANCING THE POTENTIAL of high value 
Iros domestically are risks associated with 
the sustained shortage of domestic invest- 
ment choices and growing discrepancies 
between off shore and onshore multiples. 
As discrepancies grow and assets inflate 
domestically, it becomes ever more diffi- 
cult to lower the walls. Regulators have 
backed away from implementation of the 
Bank of China’s planned window for ren- 
minbi investors to access Hong Kong equi- 
ties. The impact of the PetroChina A share 
listing on its New York and Hong Kong 
pricing, as well as the widely reported Buf- 
fet rebuff, underscores how a growing ar- 
bitrage difference between domestic and 
international equity markets could impact 
investment power negatively. 

The underlying challenges of high li- 
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quidity, property and asset-inflation bub- 
bles are not abating and may be growing. 
Analysts are predicting a number of out- 
comes of this unique Chinese development, 
but they are mostly predicated on the no- 
tion that high levels of liquidity in China are 
driving asset inflation. Much of the domes- 
tic share growth and domestic property in- 
flation is based on a happy recent history of 
steady appreciation and abiding belief that 
the yuan will itself continue to appreciate. 
While historically economists who have 
predicted the collapse of China’s economy 
have not done well, no one believes current 
trends can continue much longer. China’s 
year-end meeting of the Communist Par- 
ty’s top level Economic Work Conference 
was focused on these pressures, and chang- 
es will be made. 

Among remedies underway, China’s 
private-equity funds with overseas targets 
are intended to serve the purpose of easing 
domestic liquidity pressures by reversing 
the so-called “sterilization” regimen, 
which drives M2 growth of over 18%. Do- 
mestic buyers of paper for the new China 
Investment Corporation buy in yuan, and 
this in turn finances the purchase of for- 
eign exchange to invest abroad, in entities 
such as the Blackstone Fund. The out- 
bound strategy in part is to convert sover- 
eign investment in foreign government 
paper into a set of domestically market- 
able, overseas investment options. 

With due caution, cic’s first move was 
actually a domestic purchase, taking in 
Central Huijin for $67 billion, about one- 
third of cic’s initial $200 billion bankroll. 
This was essentially an accounting conve- 
nience. The prime target is overseas acqui- 
sition, and that will focus sharply on 
financial services. Big national and multi- 
national financial service players are dis- 
tressed, in urgent need of capital, are all 
but bankrupt-proof because of their na- 
tional utility, and therefore are the closest 
things to Chinese soes for sale in global 


markets. ciTic, China Development Bank, 
Industrial and Commercial Bank of China 
and other state-owned financial investors 
are also shopping for assets overseas. 

Relieving the pressure of excessive do- 
mestic liquidity is only one of several goals 
that converge in the emerging outbound 
investment surge. The potential for non- 
organic reform of China’s enterprises may 
be the emerging story of the next five years. 
Consider the bankroll of 1cBc and Petro- 
China, and the experience of the Lenovo 
acquisition of 1BM’s ThinkPad business, 
TCL’s acquisition of Thomson’s RCA brand, 
and Huawei’s sequel foray into 3Com as a 
co-investor through Bain, and we see 
emerging a different and potentially more 
promising path to reform. 

Brought whole into the portfolio of ma- 
jor Chinese companies are famous brands, 
organizations with global reach and com- 
petencies that the enterprises lacked, and 
governance experience and obligations that 
meet the highest international standards. 
To see the extent this new path to reform 
has permeated the thinking of leaders, con- 
sider that a vice minister of commerce re- 
cently gave a motivational speech to 
Chinese food processors, urging them to 
use their wealth to go forth and buy famous 
global brands as a solution to their opera- 
tional and reputational problems. 

Moreover, China’s long-touted mission 
to separate politics from business, the regu- 
lators from the operators, may get a signifi- 
cant boost in unexpected ways from the 
emergence of new financial players. A ris- 
ing fracas around the world about sover- 
eign funds is unavoidable, because massive 
new financial players from China and the 
Middle East are making their debut, and 
they potentially have both policy and com- 
mercial objectives. Still, it appears that the 
mandates of China’s funds and the career 
prospects of their leaders are predicated on 
achieving exceptional returns. In that real- 
ity resides both a promise and a problem. 
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The promise is that the new funds as 
well as the newly active state banks will be 
meaningfully independent of political pres- 
sures in large-scale investment. China has 
a growing human resource pool of profes- 
sionals who understand investment, many 
who have had substantial careers in the 
world’s leading banks and private-equity 
funds. They are being engaged in large 
numbers and in responsible positions. 

While their challenge is enormous, as 
professionals their commercial orientations 
and goals will be clear. As recently as five 
years ago, China could not have mobilized 
this kind of resource. Both this cohort of 
financial professionals and China’s top 
leaders seem aligned in understanding that 
China must put its wealth to judicious use 
in addressing the long-term growth chal- 
lenges. And that means independent, ratio- 
nal and apolitical governance. 

But the problem is twin to the promise. 
Why did cic come out of the starting gate 
with a huge domestic investment? It was a 
deal that could be done quickly, without a 
lot of process, assistance, analysis, risk, or 
even investment experience. And it was a 
deal that positioned cic for big returns, 
since Central Huijin is a major sharehold- 
er in the large state banks, positions taken 
during the serial bailouts of the banks by 
the PBoC. cic’s inaugural investment un- | 
derscores both an experience gap and a 
conflict in goals. 

The conflict in goals is simple. 
The overriding 
policy purpose 
in establishing cic 
is to export capital and 
project China’s wealth 
globally. But the do- 
mestic market will 
continue for a 
time to provide 
cic and other 
funds far more 
attractive re- 
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turns, simply because of the powerful 
growth dynamics in the domestic econo- 
my. In contrast, by short-term value mea- 
sures, the experiences of CIC, CDB and 
CITIC with overseas bank and fund stakes 
has not been positive. 

Recognition of the experience gap is 
eroding the conceptual wall between Chi- 
nese and non-Chinese business interests 
and with it the implicit sense that they are 
irreconcilable. While Chinese industrial gi- 
ants in industries like pharma, autos and 
steel have resisted being consolidated into 
large MNC networks, we are seeing strong 
networked interests emerging in private- 
equity activity. Globally, private equity is 
playing an ever-increasing role in shaping 
commercial and industrial activities, re- 
ducing both the importance of public mar- 
kets and corporate boards. 

From a foundation of financial prowess 
and investment capacity, private-equity 
funds are creating empires of operating en- 
terprises. And Chinese private equity is 
rapidly becoming a full partner in this un- 
dertaking, something we can see in projects 
like the cic-Blackstone-Blue Star-New 
Farm initiative and the announced invest- 
ment and cooperation between Carlyle and 
the Bohai Industrial Fund. Global private 
equity and new Chinese private equity have 
identified and embarked on the pursuit of 
deeply mutual interests and synergies. 

The benefits of this will not be limited 
to China’s new financial players. As operat- 
ing companies like PetroChina or China 
Life successfully aggregate underutilized 
capital in the domestic market and leverage 
their corporate brands in global equity mar- 
kets, they are building war chests to shop 
China and the world for assets related to 
their industry. Domestic deals funded by 
domestic capital increased about 20% a 
year through 2005, 2006 and 2007, while 
the volume of foreign funded deals re- 
mained essentially level. 

Simply put, companies like PetroChina 
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may be evolving toward hybrid entities that 
build on the industry expertise and produc- 
tion assets of askilled strategic investor and 
strive to create the investment potential 
and prowess of a private-equity fund. In do- 
ing so, they are driving toward a higher lev- 
el of global operating integration as well as 
global financial integration. 

Finally, a sure outcome is that China’s 
outbound capital will become an increas- 
ingly important force in world capital flows. 
What is perhaps most significant about re- 
cent developments from the perspective of 
outside investment potential is the clear 
mutuality of interest and potential coordi- 
nation of activity between China’s huge 
funds and its huge enterprises, a mutuality 
born of their common state owners. The al- 
ready fat wallets of richly listed enterprises 
will be supplemented by China’s new finan- 
cial funds in select outbound investments, 
and that will enable Chinese enterprises to 
achieve very significant ownership posi- 
tions in many of the world’s benchmark 
commercial and industrial companies. 

Meanwhile there is an important recog- 
nition spreading among key government 
agencies that policy toward foreign finan- 
cial investors must evolve. Influential lead- 
ers like Wu Xiaoling, deputy governor of 
the PBoC, are saying publicly that China 
should encourage foreign private-equity 
firms to raise funds in yuan on the domestic 
market to absorb the country’s excess li- 
quidity. She notes that private equity has 
brought meaningful results in the develop- 
ment of China’s capital markets and has 
served to accelerate enterprise reform. 

Ultimately, global private equity will 
find positive alignment with China’s key 
economic leaders in addressing urgent im- 
balances and enabling enterprise reform 
and the globalization of China's investment 
activity. It is the innovators who will pro- 
mote critical policy reform, and who will 
reap the substantial rewards of this next 
step in China’s economic development. @ 
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China’s Complicit 
Capitalists 


by Kellee S. Tsai 





NTIL THE LATE 1970s, Chi- 
na did not even keep offi- 
cial statistics on private 
enterprises because they 
were illegal and negligible 
in number. Today there are over 29 million 
private businesses, which employ over 200 
million people and generate two-thirds of 
China’s industrial output. The private sec- 
tor’s spectacular growth has led many ob- 
servers to speculate that China is 
developing a capitalist class that will over- 
throw the Chinese Communist Party and 
demand democracy based on the principle 
of “no taxation without representation.” 
Inspired by the experience of a handful 
of Western countries, this expectation is 
based on a two misguided assumptions: 
first, that private entrepreneurs comprise a 
single, consistent class; and second, that 
these entrepreneurs would support a re- 
gime change. Although China’s capitalists 
are not poised to demand democracy, they 
have had a structural impact on Chinese 
politics. In order to run their businesses in 
a transitional and a politically charged reg- 
ulatory environment, private entrepreneurs 
have created a host of adaptive strategies at 





the grass-roots level. The popularity and 
relative success of these strategies have, in 
turn, enabled reform-oriented elites to jus- 
tify significant changes in the country’s 
most important governing institutions. 


Entrepreneurs Divided 


CHINA’S PRIVATE ENTREPRENEURS should 
not be regarded as a coherent “class” that 
shares similar identities and interests. 
Business owners come from all walks of 
life, and as such, they bring different re- 
sources to bear when they have operation- 
al or policy grievances. The private sector 
now includes people as varied as laid-off 
state workers running street stalls, factory 
owners producing exports for the global 
marketplace and rags-to-riches capitalists 
on the Forbes annual list of China’s wealth- 
iest individuals. The sociopolitical compo- 
sition of private entrepreneurs is further 
complicated by the emergence of “priva- 
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tized” (technically “corporatized”) state- 
owned enterprises, frequently operated by 
their former managers. The proprietors of 
newly privatized state entities are much 
more likely than regular private entrepre- 
neurs—who have built up their businesses 
de novo—to be local elites with well-estab- 
lished social and political networks. 

At the same time, China’s capitalists 
face different operating realities at the local 
level. Observers who focus on aggregate 
statistics showing private-sector growth 
tend to overlook the significant variation in 
local political and economic conditions. 
Governments in areas that opened to for- 
eign capital earlier on in the reform era, for 
example, have discriminated against local 
private businesses by offering foreign in- 
vestors favorable tax rates and privileged 
access to bank loans and land use. It has 
similarly been more difficult for private 
businesses to thrive in localities that inher- 
ited a large state-owned industrial base as 
local officials have been too preoccupied 
with the challenges of subsidizing local fac- 
tories and maintaining social stability to 
address entrepreneurship. 

Then there are areas such as Wenzhou 
in Zhejiang province where the local gov- 
ernment looked the other way as private 
entrepreneurs engaged in capitalist prac- 
tices before it was officially sanctioned and 
even collaborated with local entrepreneurs 
to allow vibrant underground financial 
markets to flourish. Given the vast differ- 
ences among local governments in their 
orientation towards the private sector, it is 
overly simplistic to assume China’s private 
entrepreneurs face similar business condi- 
tions and concerns. 

One might counter that the predictive 
logic of capitalists pushing for democracy 
is only meant to apply to the highest eco- 
nomic tier of business owners, i.e., that we 
would only expect the most successful en- 
trepreneurs (not street vendors) to have 
both the ability and the means to agitate for 
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political change. However, even if we set 
aside small retail vendors, the fact is that 
the wealthiest capitalists remain divided by 
region, sector and most significantly, by 
their previous backgrounds. A prerequisite 
of class formation is class identity, and a 
prerequisite of class identity is a sense of 
shared values and interests. Real-estate ty- 
coons born out of party-state patronage 
have little in common with the owners of 
manufacturing conglomerates who still re- 
member what it was like to grow up hungry 
in mountainous areas with little arable 
land. Social and political identity in China 
is defined by more than ownership of pri- 
vate assets and net worth. 

Further evidence of private entrepre- 
neurs’ limited desire for democracy can be 
seen in their nonconfrontational modes of 
dispute resolution. When private entrepre- 
neurs are disgruntled with policy issues, 
they are much more likely to use informal 
channels for solving their problems than 
the legal system or political participation. 
Based on a national survey of private entre- 
preneurs and extensive fieldwork in 10 
provinces, I found that only 5% of business 
owners regularly rely on more assertive 
modes of dispute resolution—such as “ap- 
pealing to the local government or higher 
authorities” or “appealing through judicial 
courts.” Moreover, among the entrepre- 
neurs who believe that there is a need to 
strengthen rule of law in China, few asso- 
ciate legal reform with democratization. 
Instead of aspiring for a more liberal po- 
litical system, most entrepreneurs fear that 
democratic reforms would lead to instabil- 
ity, which would jeopardize the prospects 
for continued economic growth. 


Indirect Political Influence 


ALTHOUGH CHINA’S CAPITALISTS have not 
politically organized themselves, the busi- 
ness environment for private firms and 
their owners has improved dramatically 
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since the late 1970s. After the political cri- 
sis of 1989, capitalists were banned from 
joining the Communist Party and there 
were a few years of uncertainty about 
whether economic reforms would contin- 
ue. But the fact is, once unthinkable chang- 
es have occurred in both party rhetoric and 
official governmental regulations. Capital- 
ists are now encouraged to join the Com- 
munist Party and the constitution of the 
People’s Republic of China now protects 
private property rights (at least in princi- 
ple). In fact, according to official surveys, 
33.9% of private entrepreneurs are now 
members of the ccp, and conversely, 2.86 
million or 4% of party members work in 
the private sector. Yet the really remark- 
able part about these changes is that pri- 
vate entrepreneurs themselves never 
lobbied the state or party directly for these 
macro level changes. Instead, Beijing has 
been surprisingly responsive to the adap- 
tive, informal strategies created by entre- 
preneurs to get things done in the context 
of a transitional socialist economy. 

For example, before 1988 it was illegal 
for “individual businesses” to hire more 
than eight employees because Marx’s Das 
Kapital indicated that businesses with more 
than eight employees were “exploitative 
capitalist producers.” Private entrepre- 
neurs found a way of getting around this 
restriction by simply registering their busi- 
nesses as “collective enterprises.” This 
adaptive strategy became commonly known 
as “wearing a red hat.” By the time private 
enterprises with more than eight employ- 
ees were permitted to operate, there were 
already over 500,000 red-hat enterprises. 
In effect, the center sanctioned, post hoc, 
what was already going on. 

A similar dynamic occurred with the 
Communist Party’s incorporation of pri- 
vate entrepreneurs. Wearing a red hat en- 
abled party members to become red 
capitalists, which changed the occupa- 
tional composition of the party from with- 
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in. As employees of the state began running 
their own businesses, albeit disguised as 
collective ventures, the party’s ban on pri- 
vate entrepreneurs became increasingly 
unrealistic, if not anachronistic. By the 
early 2000s, the spread of red capitalists 
presented the party with the critical di- 
lemma of whether to condemn their eco- 
nomic activities or embrace them: 19.8% of 
entrepreneurs surveyed by official entities 
in 2000 indicated that they were already 
ccr members. 

After consulting with provincial and 
subprovincial officials throughout the 
country, the party’s core leadership decided 
that it was in the interest of economic 
growth, as well as party rejuvenation and 
survival, to legitimize the existing red cap- 
italists and co-opt other private entrepre- 
neurs. Within a relatively short period of 
time, the party line shifted from banning 
capitalists to welcoming them. Such a pol- 
icy reversal would have been difficult to 
justify in the absence of pre-existing grass- 
roots deviations from the party line. 

Private sector development has clearly 
had a structural effect on Chinese politics, 
but not in the manner expected. Econom- 
ic growth during the reform era has been 
associated with urbanization, higher rates 
of literacy and the emergence of economic 
elites. Moreover, China’s political system 
has become more inclusive and institu- 
tionalized. But the people driving the 
country’s growth, private entrepreneurs, 
never mobilized as a class to pressure the 
regime for these changes, and it is unlike- 
ly that they would do so in the future. In- 
stead, in the interest of staying in power, 
China’s leaders have proven to be remark- 
ably responsive, if not overtly attentive, to 
the unarticulated needs and interests of 
private capital. Neither capitalists nor 
communists are interested in disrupting 
the implicit pact that has emerged in the 
last two decades: continued growth for 
continued communism. = 
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Volcano Reveals 
A Murky Indonesia 


by Simon Montlake 
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HE TOWN OF Porong lies 30 
kilometers south of Suraba- 
ya, the coastal capital of 
East Java province in In- 
donesia. On the map, the 
town and the surrounding district of Sido- 
arjo is moored in a swath of rural green, 
part of the rice-growing countryside that 
nurtures Java, the most world’s most pop- 
ulous island. Seen up-close, though, the 
Porong’s hinterland is semi-industrial 
farmland—a patchwork of backyard facto- 
ries, rice paddies, shrimp farms and mod- 
ern industrial buildings linked by toll-road 
to Surabaya. 

Since May 2006, the map has been re- 
drawn in spectacular fashion. A volcanic 
outpouring of toxic mud has swallowed up 
11 towns, engulfing homes, factories, 
schools and farms, and uprooting around 
16,000 people. The mud covers 6.5 sq. kilo- 
meters, hemmed by a network of dams and 
levees. A 3 kilometer stretch of toll-road lies 
abandoned after a concrete bridge began to 
crack from subsidence. Trucks must crawl 
through Porong on a clogged two-lane 
street. And still the hot, stinking mud keeps 


gushing. 





The disaster began with a wildcat well 
drilled by Lapindo Brantas, an energy 
company part-owned by Aburizal Bakrie, 
a prominent Indonesian tycoon and politi- 
cian. The drilling opened a fissure in the 
ground from where the mud has flowed 
ever since. Efforts to staunch the flow have 
all failed, so engineers are pumping mud 
into the Porong River and out to sea, while 
shoring up the earthen dams. An eventual 
fix could be years away. In June 2007, Ja- 
pan offered to build a 130-foot high dam 
around the volcano, on the theory that the 
dried, hardened mud would eventually cut 
off the flow. 

Lying on the Pacific Ring of Fire, Indo- 
nesia is no stranger to natural disasters. 
Seizing on this seismic record, Lapindo ex- 
ecutives sought to blame the Sidoarjo 
mudflow on an earthquake that hit Central 
Java three days earlier. Most geologists, 
however, reject this theory. Critics say it is 
part of a strategy by Lapindo to evade tak- 
ing full responsibility for an expensive 
clean-up. So far, it seems to be working. 
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Police in East Java have compiled a case 
against the company for criminal negli- 
gence, but prosecutors refuse to proceed, 
saying the evidence is inconclusive. 

Yet for all its natural calamities—earth- 
quakes, tsunamis, landslides—Indonesia’s 
real curse may lie in its boardrooms. A 
government tally of the economic cost of 
disasters in 2006 ranked the Sidoarjo mud 
volcano in second place, behind the delib- 
erately-lit fires that annually ravage low- 
land forests on Sumatra and Borneo to 
make way for plantation crops. Both events 
amount to corporate malfeasance and en- 
vironmental ruin hiding behind natural 
phenomena. The cruelest blow is to those 
who labor in the shadow of such willful 
destruction. Look no further than the en- 
trepreneurs in Porong whose small family- 
owned factories—the lifeblood of 
Indonesia’s economy-—lie buried in the 
oozing mud. 

Indonesia is enjoying its fastest growth 
since the 1998 economic meltdown and fall 
of dictator Suharto. In retrospect, its 
bumpy transition to democracy now ap- 
pears as a necessary learning curve that 
may be starting to pay off. Separatist con- 
flicts no longer threaten the realm. Anti- 
corruption agencies finally have teeth. 
Foreign investment is picking up, though 
not in labor-intensive manufacturing—the 
lure of China or Vietnam is stronger. 
Though government spending on educa- 
tion is still low, lawmakers have begun to 
address budgetary shortfalls. 

But the family-run conglomerates that 
plundered and profited, then defaulted on 
their loans when the crisis hit, still play an 
outsized role in Indonesia, as they do across 
Southeast Asia. Many Indonesian firms 
have a lukewarm regard for corporate gov- 
ernance and pay little heed to reputational 
risk, reasoning that foreign capital will al- 
ways be available. At least until the recent 
credit squeeze in the United States, that 
was a reasonable bet. Last year saw a flurry 


of new stock and bond issues by Indonesian 
borrowers with abysmal reputations, in- 
cluding Asia Pulp & Paper, which defaulted 
on arecord $13.9 billion in debt in 2001. It 
seems that foreign investors have remark- 
ably short memories when it comes to In- 
donesian conglomerates. For tycoons that 
despoil the environment, bilk minority 
shareholders and fund rent-seeking politi- 
cians, the future looks bright, particularly 
while commodity prices remain high. 

Does this matter? Indonesia needs large 
companies capable of developing industries 
and providing services that the government 
can’t provide. It’s naive to expect that new 
entrepreneurs could replace overnight the 
disgraced leftovers of the Suharto era. 
Opaque corporate governance and corrupt 
regulators aren’t exclusive to Indonesia; 
foreign investors in China have their own 
horror stories to tell. But it’s easy to over- 
look such downside risks and focus on Chi- 
na’s domestic growth story and export 
prowess. China has also pushed its corpo- 
rate giants to list on major international 
stock exchanges where regulations are 
stricter and minority shareholders expect 
disclosure. Few Indonesian companies 
seem willing or able to follow suit, prefer- 
ring instead to do business in Indonesia’s 
malleable jurisdiction. 

Indonesian President Susilo Bambang 
Yudhoyono has a solid economics team who 
have made smart macro decisions. Even the 
notoriously graft-ridden customs depart- 
ment has been put on its toes in recent 
months, and the judiciary may be next. But 
economic leadership needs to go further if 
Indonesia wants to promote a competitive 
system that rewards efficiency and innova- 
tion, not cartels and monopolies. In South 
Korea, the chaebol, or conglomerates, still 
exert an unhealthy influence over lawmak- 
ers, but they’ve proven that they can com- 
pete on the world stage. Few would dispute 
that corporate governance has improved in 
South Korea over the last decade, spurred 
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by government regulators keen to cement 
their rise in the global economy. 

By contrast, Indonesia’s corporate sec- 
tor is similar to that of the Philippines: fo- 
cused primarily on squeezing profits from 
domestic opportunities and lobbying to 
keep out competitors. In his book Asian 
Godfathers: Money and Power in Hong 
Kong and Southeast Asia, author Joe 
Studwell argues that economic success in 
the region has come 
despite, rather than 
because of, the out- 
sized influence of its 
tycoons. He finds lit- 
tle to cheer in the re- 
gion’s recovery since 
the 1997-98 Asian fi- 
nancial crisis, since 
the political elites ap- 
parently remain be- 
holden to the same 
dominant players. 

This business mod- 
el doesn’t lend itself to 
global competitiveness. 
Boston Consulting Group 
released an annual ranking in December 
2007 of the top 100 go-getting companies 
in developing economies. Not surprisingly, 
Indian and Chinese enterprises dominated 
the list. Indonesia, the world’s fourth-larg- 
est country, only managed one entry: in- 
stant noodle maker Indofood Sukses 
Makmur, part of the diversified Salim 
Group. Optimists point to the generational 
changes taking place in Southeast Asian 
conglomerates that are allowing Western- 
educated scions to take over the reins. This 
shift, coupled with regional economic inte- 
gration, can be a force for good, if it means 
improving corporate governance and envi- 
ronmental practices. But local regulators 
will still need to show teeth to increase the 
cost of noncompliance, as consumer activ- 
ism—a key ingredient in shaping corporate 
behavior in the West—is lacking in Asia. 
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Environmental campaigners in Indonesia 
have sought to close this gap by targeting 
careless resource companies, usually for- 
eign investors such as U.S. mining compa- 
nies, with limited success. In December, a 
district court in Jakarta rejected a lawsuit 
by Friends of the Earth Indonesia that 
sought damages against Lapindo and na- 
tional and local government officials over 
their culpability in the Sidoarjo mudflow. 
The court ruled that 
it was a “natural di- 
saster” and fined 
the plaintiffs a to- 
ken amount. 

Of course, many 
Southeast Asian 
conglomerates will 
choose not to go 
overseas because 
the returns are bet- 
ter at home. Open- 
ing up their 
markets to more 
foreign competition 
would force them to 

overhaul their mod- 
el to stay ahead of the game. In turn, new 
entrants from more closely regulated 
economies will demand a level playing 
field, which should mean better corporate 
governance and less opaque regulatory 
systems. But without political will to tack- 
le the most egregious abuses by influential 
companies, it’s hard to see how commer- 
cial agreements alone would be enough to 
shift behavior, since domestic interests 
usually trump trade relations. The strides 
made in South Korea on overhauling cor- 
porate governance and improving regula- 
tory frameworks followed the election in 
1997 of human-rights activist Kim Dae 
Jun. Globalization was a factor, but so was 
the determination of a newly elected lead- 
er to raise standards. 

There’s another reason why Indonesia 
needs to clean up its corporate sector. Gov- 
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ernment inaction in the face of corporate 
abuses such as the Lapindo case does a dis- 
service to the victims and, more broadly, to 
Indonesian voters. Unless politicians can 
hold wrongdoers to account—and make 
sure that taxpayers aren’t stiffed for the 
clean-up bill—it becomes harder to make 
the case for democracy as the cure for In- 
donesia’s ills. That would play to the gallery 
in much of Asia, where authoritarian gov- 
ernments are the norm and public partici- 
pation is suppressed by “father-knows-best” 
rulers, With a presidential vote in Indone- 
sia scheduled in 2009, a campaign by a 
strongman candidate who promises a firm- 
er hand might be persuasive. That would be 
a setback for a democracy that is currently 
the most dynamic and decentralized in 
Southeast Asia, where voters are able to 
turf out local mayors who don’t cut it. Such 
a privilege is rare in the region. 

Lapindo belongs to the Bakrie Group, a 
diversified conglomerate headed by Mr. 
Bakrie, 60. Its units include oil-palm plan- 
tations, mobile telecommunications, prop- 
erty and energy. Mr. Bakrie, who was 
ranked by Forbes in 2007 as Indonesia’s 
richest man with a net worth of $5.4 bil- 
lion, is a senior executive of Golkar, the 
largest political party in Indonesia’s par- 
liament. At the time of the accident, which 
he calls a “natural disaster,” he held the 
most senior economic post in President 
Yudhoyono’s cabinet. Lapindo tried to buy 
off homeless villagers with hand-outs as 
long as they signed waivers that exempted 
the company from lawsuits. When frus- 
trated protesters from the accident site 
rallied in Jakarta to press for compensa- 
tion and housing, Mr. Bakrie’s position ap- 
peared to be in doubt. But instead, when 
President Yudhoyono announced a reshuf- 
fle, his economics czar was moved to a new 
position: coordinating minister for public 
welfare. 

To the families stuck in limbo in make- 
shift refugee camps in Porong, or living in 


rented rooms, that sounded like a cruel 
joke. Many have received cash hand-outs 
from Lapindo, but are waiting for full com- 
pensation for their loss of land, housing and 
livelihood. After months of dithering, Pres- 
ident Yudhoyono issued a decree in 2007 
that mandated the company to pay $412 
million in compensation, including the pur- 
chase of despoiled land. But to the anger of 
would-be recipients, Lapindo insisted on 
paying 20% up-front, and the rest within 
two years. Sunarto, a businessman who 
goes by one name, says he refuses to accept 
the 20%, worth about $6,500 based on the 
value of his inundated family compound, 
which included a small cigarette factory 
that employed 40 workers. He wants the 
company to pay out now, so that villagers 
can rebuild their lives and plan for the fu- 
ture. “The local economy has collapsed... 
Even if you want to start a business, there’s 
nobody buying anything,” he said. 

If a foreign oil company had triggered 
the mud flow, it might have been a differ- 
ent story. Pressure from shareholders and 
environmental activists, fanned by inter- 
national news coverage, are a potent mix. 
But Bakrie calculated that it could hide 
behind the fiction of an unstoppable natu- 
ral disaster and rely on its political clout 
to do the rest. From a bottom-line per- 
spective, it was the right call. Taking full 
responsibility would have exposed the 
company to economic liabilities that are 
likely to run into billions of dollars, given 
the extent of the damage and the contin- 
ued mudflow. Instead, Bakrie tried to ar- 
range a fire sale of Lapindo, its part-owned 
unit, to obscure offshore investors for a 
nominal amount. However, Indonesia’s 
capital-markets regulator blocked the 
sale, which appeared to be a ploy to wash 
Bakrie’s hands of the toxic mud volcano. 
It was a shot by regulators across the bows 
of a local conglomerate, an all too rare 
sign that not all Indonesian institutions 
are cowed by their political masters. {ME 
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Putin Comes 


To Shove in Asia 


by Charles E. Ziegler 





FTER A DECADE of foreign 
-policy weakness and de- 
cline, Russia is back. Presi- 
dent Vladimir Putin has 
displayed a new assertive- 
ness in dealing with Western Europe, his 
Commonwealth of Independent States’ 
neighbors and the United States. In the fi- 
nal months of 2007 Mr. Putin adroitly 
scripted his political transition, with the 
goal of assuring stability and preserving 
economic and foreign-policy gains realized 
under his administration. His anointed suc- 
cessor, the young and loyal first deputy 
prime minister, Dmitri Medvedev, was cho- 
sen to ensure continuity with the policies 
of the past eight years. Further guarantee- 
ing Mr. Putin’s agenda would be preserved, 
United Russia, the subservient “party of 
power,” scored an impressive victory in the 
December parliamentary elections. 
Russia is determined to be acknowl- 
edged as a global heavyweight and a major 
power in East Asia; its foreign policy to- 
ward the region relies on engagement, 
pragmatism and self-confidence. Since 
Mikhail Gorbachev adopted his “New 
Thinking” in foreign policy back in the 





1980s, Russia’s relations with the key na- 
tions of East Asia have improved dramati- 
cally. In spite of setbacks in the early 
1990s when uncontrolled Chinese migra- 
tion and Moscow’s agreement to return dis- 
puted territories to the Middle Kingdom set 
off panic in the Russian Far East, Mr. Putin 
has utilized Washington’s manifold for- 
eign-policy blunders to put the relationship 
on secure footing. Moscow and Beijing 
agree that U.S. power is declining—and are 
seeking advantage in America’s loss of in- 
fluence by strengthening ties with Iran, 
Venezuela, Sudan and other countries 
shunned by the U.S. 

Despite the obvious progress under Mr. 
Putin, it would be wrong to search for 
much consistency or long-range planning 
in Russian foreign policy. Mr. Putin is a 
pragmatist and an opportunist who has 
skillfully leveraged Moscow’s weak posi- 
tion into an impressive show of strength, 
at least on the surface. In reality, Russia’s 
new confidence in Asia and the world de- 
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rives from an energy diplomacy propped 
up by high oil and gas prices and a close 
relationship with China, Moscow’s chief 
partner and competitor. 


A Strategic Partnership? 


IN RECENT YEARS the relationship with 
China has furthered Russia’s goal of re- 
storing its great power status. Both Mos- 
cow and Beijing have been troubled by the 
rise of the U.S. as the world’s hegemonic 
power. The North Atlantic Treaty Organi- 
zation’s bombing of Yugoslavia in 1999 en- 
raged leaders in both capitals because it 
challenged the notion of inviolable sover- 
eignty, threatening their freedom of action 
in such disputed territories as Chechnya, 
Xinjiang and Taiwan. Similarly NATO’s en- 
largement and its prominent role in Af- 
ghanistan are disturbing to Russia and 
China. Fighting terrorism and deposing 
the Taliban is fine, but the prospect of a 
long-term presence for U.S. and NATO forc- 
es in Central Asia raises the specter of mil- 
itary encirclement. Russian and Chinese 
leaders have repeatedly stated their pref- 
erence for a multipolar world and reliance 
on the United Nations, where they can ex- 
ercise a Security Council veto. 

Russia and China share an overriding 
interest in maintaining independent for- 
eign policies and they reject Washington’s 
attempted interference in their internal af- 
fairs. Meanwhile democratic forces and 
Western-oriented nongovernmental orga- 
nizations supported by the Bush adminis- 
tration are viewed as destabilizing. 
Maintaining the status quo and promoting 
economic growth is a priority. Chinese 
leaders learned from Mr. Gorbachev to pur- 
sue economic development before political 
reform. Mr. Putin has in turn favored the 
Chinese approach of market economics 
combined with political repression. 

Under Mr. Putin Russo-Chinese ties 
have evolved into a genuine strategic part- 


nership, with the Russian president prais- 
ing relations as those between close 
neighbors and trustworthy partners. Long- 
standing border issues have been resolved, 
economic ties are expanding and the two 
sides are cooperating militarily. The Peo- 
ple’s Liberation Army has absorbed 40% of 
all Russian arms exports since 1992, some 
$1 billion to 2 billion per year of advanced 
fighter aircraft, submarines, surface vessels 
and air-defense missile systems. Russia is 
also helping China build the Tianwan nu- 
clear-power station—the first unit went on- 
line in early January 2007. Russians 
celebrated the Year of China in Russia in 
2007; 2006 was the Year of Russia in China. 
President Hu Jintao visited Moscow in 
March 2007. 

The Russian public is more ambivalent 
on China than the Kremlin, but still sur- 
prisingly upbeat. A poll by the respected 
Levada Center in April 2007 found that 57% 
of Russians thought China had a mainly 
positive influence on world affairs, 56% had 
a favorable view of China’s form of govern- 
ment and 67% had a favorable opinion of 
China’s economic system. There is a region- 
al dimension, however—Russians in the Far 
East region, who live in closest proximity 
to Chinese, tend to be more suspicious of 
their neighbors to the south. 

While the global terrorism that Wash- 
ington obsesses over is not a significant 
problem for Moscow and Beijing, domestic 
forms of terrorism and separatism, in the 
border regions of Chechnya and Xinjiang, 
provide the basis for a common stance 
against internal opposition forces. Rhetor- 
ically, Russia and China align their posi- 
tions on terrorism with Washington’s, even 
if the specific circumstances are not com- 
parable. Meanwhile, Russia and China want 
peace and stability along the periphery. 
Their positions on the North Korean situa- 
tion are very close for this reason—neither 
wants the flood of impoverished migrants 
that would result from a conflict on the 
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Messrs. Hu and Putin review troop-movement plans prior to Peace 
Mission 2007, an SCO counterterrorism exercise held last summer. 


peninsula. In Central Asia, Moscow and 
Beijing agree on the need to stem what Chi- 
na calls the “three evils” of separatism, ex- 
tremism and terrorism. 

Finally, the Shanghai Cooperation Or- 
ganization brings Russia and China fur- 
ther together in Central Asia, along with 
Kazakhstan, Uzbekistan, Kyrgyzstan and 
Tajikistan (India, Pakistan, Iran, Turk- 
menistan and Mongolia participate as ob- 
servers). In 2005 Russia and China used 
the Shanghai framework to conduct their 
first joint military exercises, off the north 
coast of China. Coincident with the Au- 
gust 2007 sco summit in Bishkek, troops 
from the six member states engaged in the 
second set of military exercises, “Peace 
Mission 2007,” near Chelyabinsk in the 
Ural mountains. Billed as antiterrorist 
training, the exercises were more likely a 
rehearsal for containing separatist upris- 
ings or rebellions in Central Asia. Presi- 
dent Putin and his Asian guests sought to 
reassure observers that the SCO was pri- 
marily a political and economic, rather 
than a military organization, but the mes- 
sage was clear—the U.S. and NATO should 
leave regional security matters to them. 


Cracks in the Facade 


RUSSIA SEEMS WILLING, at least for now, 
to tolerate China’s growing presence in 
Central Asia, since China helps balance the 
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American presence. But Russian and Chi- 
nese interests diverge over Central Asia’s 
energy resources, with both countries vy- 
ing to control export routes. Russia contin- 
ues to buttress its position in the region 
through the Collective Security Treaty Or- 
ganization, which excludes China. 

Other aspects of the relationship do not 
augur well for the longer term. There are 
real concerns in Moscow about China’s rap- 
id rise to prominence in world affairs based 
on its dynamic economic performance. 
Some in Russia worry about China’s mili- 
tary modernization, even as Moscow sup- 
plies Beijing with high-tech weaponry. The 
demographic imbalance is also a problem— 
less than seven million Russians live in the 
Far East, while there are more than 130 
million Chinese in the northeast border 
provinces. China may also be disappointed 
in the May 2007 deal between Russia, Ka- 
zakhstan and Turkmenistan to route 30 bil- 
lion cubic meters of natural gas annually 
north along the Caspian Sea. China had ne- 
gotiated a similar deal earlier, and while 
Turkmenistan’s new leader Gurbanguly 
Berdymukhammedov has promised to hon- 
or the deal, it’s uncertain whether Turk- 
menistan has sufficient gas to meet all its 
commitments. 

Trade is becoming increasingly impor- 
tant, but here there are problems as well. 
China is Russia’s fourth largest trading 
partner, and Russia is number eight for Chi- 
na. Oil is a major component of Russian- 
Chinese trade, which reached a record 
$33.9 billion in 2006 and could top $40 bil- 
lion in 2007. Russia had promised to supply 
China with 15 million tons of oil (all by rail) 
in 2006, but due to technical difficulties 
only 10 million tons were delivered. 

The government monopoly Russian 
Railways plans to achieve the 15 million 
ton target in 2007, but the real increases in 
deliveries will come if and when the Sibe- 
rian oil pipeline is completed. The first 
phase, planned for completion at the end 
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of 2008, is to handle 30 million metric tons 
of oil per year. At full capacity, the pipeline 
is expected to supply 80 million tons of oil 
per year to Asia. Beijing had lobbied for a 
single pipeline to Daging, and Chinese 
leaders were reportedly furious when Mr. 
Putin announced plans to construct a line 
to the Pacific, to market oil to Japan. 

Negotiations over gas supplies have 
proven even more difficult. China has been 
unwilling to pay as much as the Europeans 
for natural gas, and the Russian side has 
been threatening to block deliveries. As 
part ofits strategy to control all of Russia’s 
natural-gas operations, Russia’s giant mo- 
nopoly Gazprom has been pressuring Exx- 
onMobil over its Sakhalin I project, and is 
now asserting that natural-gas supplies 
should be used to meet domestic needs 
first. China had signed a memorandum of 
understanding with ExxonMobil in late 
2006 for pipeline delivery of gas, to avoid 
having to deal with powerful Gazprom, 
but that strategy may fall victim to Gaz- 
prom’s aggressive empire building. China’s 
market may simply be a bargaining chip in 
Russia’s gas deals with Europe. 


Japanese and Korean Ties 


LIKE CHINA, JAPAN is keenly interested in 
Russian energy resources, given its heavy 
dependence on imported Middle Eastern 
oil. Japanese companies are deeply involved 
in oil and gas development on Sakhalin Is- 
land. Japan’s Sakhalin Oil and Develop- 
ment Company holds a 30% stake in the 
Sakhalin I project, partnering with Exxon 
Neftegas, India’s Oil and Natural Gas Cor- 
poration and two Russian companies. But 
as noted above the project could prove sus- 
ceptible to Russia’s heavy-handed strategic 
resource policy. Gazprom has lobbied the 
Russian government to force the Sakhalin 
I consortium to grant it sole control over 
gas exports from the project. 

A second major oil and gas project in 


the Russian Far East involving Japanese 
companies, Sakhalin II, has fallen victim 
to the Russian government’s policy of as- 
serting state control over strategic re- 
sources. In December 2006 Gazprom 
forced the Sakhalin I consortium of Shell, 
Mitsui and Mitsubishi to grant it majority 
ownership. Shell relinquished half of its 
share, as did Mitsui and Mitsubishi. Gaz- 
prom paid $7.45 billion for its controlling 
stake of just over 50%. Sakhalin I was ex- 
pected to begin supplying natural gas to 
Japan in 2009. 

While Gazprom’s machinations may 
have chilled the business climate, overall 
Russian ties with Japan have been cordial. 
Historically, Japan and Russia have re- 
mained “distant neighbors,” geographical- 
ly proximate, but culturally distant. The 
20th century was marked by repeated con- 
flicts and the disputed Northern Territories 
(Kuril Islands) remain an obstacle to a final 
peace settlement. On a positive note, the 
two nations have set the territorial issue 
aside for future generations to solve. Trade 
is up, with Japan selling cars to Russia in 
exchange for raw materials. Japan and Rus- 
sia have cooperated together in the Six-Par- 
ty Talks on the Korean peninsula, and 
Russia supports Tokyo’s position on the ab- 
duction of 13 Japanese nationals by North 
Korea in the 1970s and 1980s. 

Despite years of talk about the comple- 
mentarity of the Russian and Japanese 
economies, trade and investment have re- 
mained modest. Trade between the two 
countries has expanded steadily, from over 
$4 billion in 2002 to nearly $14 billion in 
2006 and could increase significantly after 
completion of the Siberian oil pipeline. But 
it still comprises only a fraction of each 
country’s exports and imports. For Japan, 
trade with Russia is just under 1% of total 
turnover; for Russia, it’s 3% of total trade. 
By way of comparison, Sino-Japanese 
trade in 2005 was over $189 billion. The 
record in foreign direct investment is 
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somewhat better, with Mitsubishi and 
Mitsui investing heavily in the Sakhalin II 
oil and gas project, and auto makers Toy- 
ota and Nissan building factories in the St. 
Petersburg region. Still, Russia and East 
Europe combined account for only 1.6% of 
total Japanese FDI. 

Meanwhile, Russia’s ties to Korea are 
unencumbered by the sort of territorial 
and political disputes that trouble rela- 
tions with Japan. Moscow’s approach to 
the Korean peninsula illustrates Mr. Pu- 
tin’s pragmatic and balanced policy in East 
Asia. Mr. Putin has restored amicable ties 
with Pyongyang (which soured when Rus- 
sia opened diplomatic ties with South Ko- 
rea in 1990), though economics dictates 
South Korea will remain more important 
to Russia. Trade with South Korea was 
close to $10 billion in 2006. What’s more 
South Korea’s new president, Lee Myung- 
bak, had experience doing business with 
Russia as Chief Executive Officer of Hyun- 
dai, and Mr. Lee quickly proposed expand- 
ing Korean-Russian projects to develop 
the Russian Far East’s natural resources. 

Moscow values its participation in the 
Six-Party Talks as a point of entry to pen- 
insular affairs, and has been openly critical 
of Pyongyang’s nuclear-weapons program, 
joining with the other 14 members of the 
U.N. Security Council to sanction Pyong- 
yang after its nuclear-weapon test. Moscow 
and Beijing share an interest in preserving 
peace and stability on the peninsula, but 
Russia’s influence with Pyongyang is far 
more limited than China’s. 


Looking Ahead 


RUSSIA’S DECEMBER ELECTIONS to the 
Duma confirmed the strength of Mr. Pu- 
tin’s appeal and the effectiveness of using 
“administrative resources” to consolidate 
centralized bureaucratic control under a 
veneer of democracy. United Russia won 
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70% of the seats in parliament in a contest 
that was widely regarded by Western ob- 
servers as unfair and undemocratic. Only 
three other parties—the Communist Party, 
the misnamed Liberal Democrats, and For 
a Just Russia~surmounted the 7% barrier 
to gain representation, and of these only the 
communists could be considered a genuine 
opposition party. By choosing a relatively 
young (aged 42) and thoroughly loyal Dmi- 
tri Medvedev to be his successor, Mr. Putin 
signaled his determination to continue ex- 
ercising influence over Russian politics in 
the coming years. Mr. Medvedev obligingly 
played his part by swiftly recommending 
that Mr. Putin assume the position of prime 
minister after stepping down as president 
in March 2008. But stakes are high in the 
transition, and infighting among the vari- 
ous Kremlin clans during fall 2007 raised 
the prospect of instability at the highest 
levels of Russian officialdom. 

What is the outlook for Russia in Asia? 
Under Vladimir Putin, a more forceful and 
confident Russia has leveraged energy re- 
sources and a key partnership with China 
into a series of limited, short-term gains in 
East Asia. But this geographic giant is still 
an economic and demographic pygmy in 
Asia. Moscow has undertaken a difficult 
balancing act—collaborating with China to 
maximize influence in East Asia, working 
with China, India and others to restrain 
American unilateralism and seeking to en- 
gage Beijing in Central Asia while moni- 
toring China’s growing regional influence. 
Russia’s Asia policy may appear more ac- 
tive, but the truth is Moscow is playing 
catch-up. Russia’s economy and great pow- 
er assertiveness are overly dependent on 
volatile energy prices, and the country’s 
politics are susceptible to the instability of 
authoritarianism. In the absence of a ma- 
jor domestic transformation, Russia will 
be hard-pressed to keep pace with China’s 
dramatic rise in Asia. W 
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From Tragedy Comes 
A Chance for Pakistan 


by Shaukat Qadir 





EFORE THE ASSASSINA- 
TION of Benazir Bhutto on 
Dec. 27, Pakistan seemed 
sure to be heading toward 
a hung parliament in the 
general elections which, at that time, were 
planned for January this year. A month or 
two ago, President Pervez Musharraf was 
sitting pretty; smugly certain that his posi- 
tion was fairly secure. Even if Bhutto be- 
came the prime minister, her “deal” with 
Mr. Musharraf, brokered by the United 
States, no doubt included a “coexistence” 
clause whereby she would have to share 
power with the former general. 

But Bhutto’s assassination has changed 
all that. Her death has created unpredict- 
able dynamics, which make any attempt to 
look into the political future of Pakistan 
more complicated. While conspiracy theo- 
ries regarding her assassination run rife 
with possibilities of the involvement of ev- 
erybody under the sun; from the U.S. to 
Mr. Musharraf to the Inter-Services Intel- 
ligence, it is my view that the perpetrators 
were Islamic militants. This in no way 
rules out the involvement of individuals 
from any agency who might be sympathet- 





ic to Islamic militants or merely “purchas- 
able”—after all individuals from the police 
and the Pakistan’s air force were also in- 
volved in the attempts on Mr. Musharraf’s 
life a few years ago. This contention is sup- 
ported by the fact that both Mr. Musharaf 
and the Pakistan Muslim League (Q), or 
the King’s Party, had the most to lose from 
such an eventuality. 

Although clearly a terrible national 
tragedy, Bhutto’s assassination might well 
turn out to be a blessing in disguise for 
Bhutto’s Pakistan Peoples Party, and may- 
be for the country as well if it results in 
closer cooperation between the ppp and 
Nawaz Sharif’s Pakistan Muslim League 
(N). Her bloody end could also signal the 
closing of the Musharraf era. 

During the period from 2002-07, Mr. 
Musharraf had managed to govern Paki- 
stan under a semblance of democracy pro- 
vided by the King’s Party—a party he 
managed to put together from an assort- 
ment of turncoats and politicians of vary- 
ing repute. In the wake of a series of 
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Bilawal Bhutto Zardari, speaks as chairperson of the PPP ata press 
conference as father and co-chair Asif Ali Zardari looks on. 


strategic missteps and widespread politi- 
cal unrest in 2007, the party—which for 
long existed on the basis of Mr. Mush- 
arraf’s unchallengeable authority—was no 
longer unassailable. 

Despite the rather blatant prepoll rig- 
ging that was going on prior to Bhutto’s 
assassination, it was generally expected 
that the ppp would emerge with the largest 
number of seats in the national assembly, 
closely followed by the King’s Party, and 
Mr. Sharif’s PML (N) coming third. It was 
likely that no single party would emerge 
with enough seats in the National Assem- 
bly to form a government independently 
and, even if the ppp joined hands with the 
PML (Q), they might have found it difficult 
to muster the necessary number of votes 
in parliament to clip Mr. Musharraf’s 
wings by undoing the constitutional dis- 
tortions that he had put into place. 

But now, post-Bhutto assassination, the 
party that is likely to pay the heaviest po- 
litical price is the King’s Party and the 
votes they lose will benefit both the ppp 
and the PML (N). This makes it well within 
the realms of possibility that these two 
parties might now combine to muster the 
requisite two thirds majority in parlia- 
ment to amend the constitution at will. 

Postponing the elections to Feb. 18 for 
whatever administrative necessity has, 





however, provided a much needed breath- 
ing space to the King’s Party to garner the 
anti-PPP vote and hope for a better show- 
ing than they were likely to manage if elec- 
tions had been held on schedule, since the 
‘sympathy vote’ would have helped both 
the ppp and PML (N) to sweep the polls. 

While most of this is visible, there are 
an increasing number of undercurrents 
that will also begin to make a difference. 
The entire manner in which Bhutto’s will 
was handled has left room for questions. 
Considering that she was returning to a 
Pakistan in which her obviously pro-U.S. 
leanings made her a likely target for ex- 
tremists, it would not be surprising that 
she made out a political will. That she 
would name her son, Bilawal Zardari, her 
political heir should surprise no one, since 
the ppp has always been a “Bhutto cult” 
and, therefore, it was essential that Mr. 
Zardari become Bilawal “Bhutto” Zardari 
to retain the aroma of the Bhutto clan. 
That she would name Makhdoom Amin 
Fahim and Shah Mahmood Qureshi, a 
Sindhi and a Punjabi, as his advisers 
helped retain the Sindhi-Punjabi nature 
of the ppp, 

However, it is a well known secret that 
she and her husband, Asif Ali Zardari, 
have been estranged for a considerable pe- 
riod of time. Moreover, Asif Zardari was 
responsible for most of the charges of cor- 
ruption leveled against her for her second 
ouster from the office of the prime minis- 
ter. Why should she risk appointing an es- 
tranged husband, tainted by corruption as 
the co-chair person of the ppp; in effect the 
regent to her son? Particularly since a 
Zardari does not enjoy a tithe of the sup- 
port that a Bhutto does in the Bhutto home 
province of Sindh. In the latest develop- 
ment, her niece, Fatima Bhutto, has also 
questioned the veracity of her Aunt’s 
“will.” 

Already there are a large number of 
Sindhis gravitating to Zulfiqar Bhutto, the 
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son of Murtaza Bhutto (Benazir’s dead 
brother) to condole Benazir’s death with 
him; thus identifying him as the person 
they consider as heir apparent to the Bhut- 
to heritage. 

However, the good news is that under 
(the elder) Mr. Zardari, the PPP is unen- 
cumbered by any deal Benazir might have 
brokered with the U.S. Mr. Zardari’s first 
statement clearly drew the battle lines in 
which he called upon the PML (N) to join 
hands with the ppp to defeat the King’s 
Party and added that ‘we are not only look- 
ing at the prime minister’s house, but also 
the president’s’, thus including Mr. Mush- 
arraf in the opposition. 

Mr. Zardari also has stated unequivo- 
cally that he has no intention of holding 
any public office; this might help dispel ap- 
prehensions of his continuing to amass il- 
legal wealth. Something that I find quite 
believable since he now stands regent to 
his son’s legacy and whatever the other 
virtues of both parents might or might not 
have been, both Benazir and Mr. Zardari 
were acknowledged to be devoted parents; 
consequently, it is more than likely that 
Mr. Zardari will ensure that his son re- 
mains untainted. 

Mr. Zardari’s only error in his first pub- 
lic address as the co-chairperson of the 
PPP perhaps, was the venom with which 
he spoke of the King’s Party. That might 
result in reducing the “sympathy vote” and 
re-uniting the anti-ppp vote in the country, 
to the advantage of the King’s Party. In ad- 
dition, it should be borne in mind that in 
Sindh, a Zardari being far below a Bhutto 
on the political scale, he might turn out to 
be a long-term liability; particularly since 
his mother is a Punjabi. Long-term, since 
itis unlikely that, despite allegations of his 
involvement in Benazir’s assassination, his 


Under the elder Mr. Zardari, the PPP is freed from 
any deal Benazir might have made with the U.S. 


regency of the ppp will turn away the hard 
core pro-PPP element in Sindh, at least for 
the forthcoming elections. 

But if the next government lasts its full 
tenure of five years, with Bilawal out of the 
political arena for that duration, it is more 
than likely that the Sindhis will turn in 
greater numbers to Zulfigar Bhutto as the 
heir to the Bhutto legacy for the next elec- 
tions. On the other hand, Mr. Zardari’s 
mixed antecedents might help win a great- 
er number of votes in the Punjab. 

Meanwhile, Nawaz Sharif has emerged 
as a more serious contender than before, a 
possibility that must be causing Mr. Mush- 
arraf some sleepless nights. While con- 
tinuing to emphasize that Mr. Musharraf 
was unacceptable as the president of the 
country—whether in or out of uniform— 
Mr. Sharif promised, a few days before 
Benazir’s death, to end the “politics of ven- 
detta.” Moreover, not only was he the only 
political party leader who reached the hos- 
pital where Benazir died, he wanted to at- 
tend her funeral. Prevented from doing so, 
on Mr. Zardari’s insistence because tem- 
pers were running high, he ventured forth 
a day later with a huge entourage, despite 
threats to his person, to pay his respects to 
the family and visit her grave. Something 
that not even interim prime minister, Mian 
Muhammed Soomro, could do. To the av- 
erage warm-hearted Pakistani across all 
ethnic divides, Mr. Sharif’s courage in pay- 
ing tribute at Bhutto’s grave despite threats 
to his personal security, and his desire to 
pay respects to a traditional political op- 
ponent with whom he had only recently 
found common cause, will help cleanse 
him also of his past misdeeds. His return 
from exile without bargaining with Mr. 
Musharraf had already earned him con- 
siderable respect. 
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O WHERE IS the political scene in 
Pakistan headed? With somebody 
as unpredictable as Mr. Mush- 
arraf, it is almost impossible to be certain 
of what he will do. However, on the face of 
it, he is no longer in control of events. He 
dare not rig the elections, which would re- 
sult in the ppp and the PML (N) joining 
hands and their combined street strength 
could force his ouster. Not only that, he 
would put at risk the little international 
support that he still enjoys, including the 
economic assistance from the U.S., which 
has already been made conditional. 

Were he to call in the army, even if in 
aid of civil power, to assist in quelling an 
uprising resulting from rigged elections, it 
is more than likely that a genuinely demo- 
cratic chief of army staff, such as the pres- 
ent one, Gen Ashfaq Kiyani, would refuse 
support. Already, in his first address to the 
senior army officers Gen. Kiyani has made 
it unequivocally clear that any serving sol- 
dier, of whatever rank, will interfere in 
politics at the peril of his career. Mr. Mush- 
arraf is conscious of that and his realiza- 
tion of the resultant weakening of his 
position is reflected, not only in his body 
language but also in every statement that 
he makes. 

If, on the other hand, Mr. Musharraf 
permits free and fair elections, it is more 
than likely that, together, the ppp and the 
PML (N) will walk away with enough seats 
to undo the distortion of the constitution 
that he has succeeded in emplacing, in- 
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cluding the indemnities he has granted 
himself. 

For patriotic Pakistanis the most en- 
couraging development is the fact that the 
ppp and the PML (N) seem determined to 
join hands in the post-election scenario. 
The fact that the ppp, a little left of center, 
and the PML (N), a little right of center, 
have decided to come together to ensure a 
better future for Pakistan is a beacon of 
light. 

One can but hope that they will take 
advantage of the fact that they are fortu- 
nate enough to have a chief of army staff 
who seems determined to remain neutral. 
One wishes that the parties will come to 
the realization that the only means of en- 
suring that the Pakistani military never 
again enters the political arena is by 
strengthening the institutions of democ- 
racy in Pakistan, promoting interprovin- 
cial harmony and ensuring good 
governance. It seems almost certain that 
elections will signal the beginning of the 
end of the Musharraf era. 

That is not to say the new era in Paki- 
stani politics will not face some old prob- 
lems. Whoever forms the next government 
will inherit the unrest in Pakistan’s prov- 
inces of Balochistan and the Northwest 
Frontier Province, which will continue to 
pose a serious threat to Pakistan’s domes- 
tic security. Yet without transition to a 
new government and a new form of gover- 
nance, solving it will be impossible to solve 
these problems from the past. ti 
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China Unlearns 
U.S. Trade Lessons 


by Van Jackson 





ONSISTENT WITH A de- 
cades-long policy of pri- 
macy in economic and 
foreign policy, the United 
States has historically 
taken the view that any nation showing 
signs of potentially matching or eclipsing 
its power is a threat to its economy, its se- 
curity, or some combination. During the 
1980s and 1990s, Japan was the potential 
economic threat; today, it is China. But 
this zero-sum view of competition belies 
the reality that modern national econo- 
mies must increasingly rely on each other 
for stability and growth. If the superpow- 
ers of tomorrow are to look to the U.S. for 
lessons about how to conduct trade poli- 
cy, then care must be taken to ensure that 
they select the right lessons. 

A comparison of current Sino-U.S. re- 
lations with past U.S.-Japan relations re- 
veals a pattern of xenophobia inherent to 
Washington’s trade policy that no nation 
should seek to emulate. To do so in an in- 
creasingly interdependent world would 
harm the interests of East and West 
alike. 





Japan Flashback 


DURING THE 1980s and 1990s, anti-Japa- 
nese rhetoric in the U.S. reached a fever 
pitch. A 1991 article in Newsweek maga- 
zine, for example, characterized Tokyo as 
having “little sense of responsibility,” la- 
beled Japan a “free rider” in terms of se- 
curity cooperation, and characterized the 
country as having “a touch of selfishness 
and amorality.” The perceived basis for 
this rhetoric was found in the U.S. trade 
deficit with Japan; lack of access to Japan’s 
domestic market because of protectionist 
measures; and concerns over Japanese for- 
eign acquisitions in the U.S.—i.e., Japanese 
foreign direct investment outflows to the 
U.S. An examination of these three issues, 
however, shows that anti-Japanese senti- 
ment was, for the most part, not substanti- 
ated by the facts. 

As a matter of economic principle, bilat- 
eral trade deficits are an unwarranted 
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source of economic concern. Parties to an 
economic transaction are only willing to 
conduct such transactions if they stand to 
gain from it—this is the fundamental prem- 
ise behind trade on any level. It is also the 
closest thing the field of economics has to 
an immutable law. It stands to reason, then, 
that some in the U.S. must have benefited 
from the high volume of imports from Ja- 
pan. Foremost among these beneficiaries 
was the American 
consumer. 

If bilateral trade 
deficits were an un- 
ambiguously bad 
thing, the American 
consumer, who sup- 
plies the demand for 
inexpensive or high 
quality Japanese 
goods, would have 
been to “blame”; 
however, exports 
from Japan were 
simply filling the de- 
mand of American 
consumers. Put sim- 
ply, the U.S. trade 
deficit with Tokyo 
meant that Japan 
provided American 
consumers with the 
goods they desired at a lower cost than 
anybody else. This was a win-win scenar- 
io: Japan derived income from the sale of 
exports that could be used to purchase 
American exports later and U.S. consum- 
ers could spend more money on other 
things because they were obtaining ex- 
ports from Japan cheaper than they could 
obtain them elsewhere. 

One of the greatest sources of friction 
in the U.S.-Japan relationship was that 
caused by the difficulty American compa- 
nies faced in penetrating the Japanese 
market because of tariffs and other barri- 
ers to entry. Despite the cacophony of Ja- 
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pan-bashing, the facts painted a starkly 
different picture. According to the Japan 
External Trade Organization, U.S. FDI out- 
flows to Japan amounted to only $413 mil- 
lion in 1985 but increased to over $1.8 
billion by 1995, more than tripling the 
amount of U.S. investment in Japan over a 
10-year period. 

Such a rapid increase of U.S. capital to 
Japan in such a short period is hardly in- 
dicative of stifling 
protectionist mea- 
sures. To be sure, Ja- 
pan makes a vigorous 
effort to protect its 
domestic industries, 
particularly its agri- 
cultural sector, 
through the applica- 
tion of tariff-rate quo- 
tas that limit the 
amount of foreign ag- 
ricultural products 
that can arrive with- 
out hefty tariffs ap- 
plied. But concerns 
over Japanese unfair 
trade practices were 
overstated, especially 
compared to the pro- 
tectionist measures 
that other Western 
countries, including the U.S., implement. 

At a minimum, the large increases in 
U.S. FDI outflows and U.S. exports to Japan 
indicate that, over time, Japan has continu- 
ally liberalized its markets and given na- 
tions such as the United States greater 
access to Japanese consumers. This sig- 
naled Japan’s gradual effort to move away 
from a mercantilist development strategy. 

Another major issue during this period 
was the U.S. fear of Japanese takeovers of 
American companies—“Japan Inc.” as 
it was dubbed by the U.S. media because of 
its massive FDI outflows, loans, and tech- 
nology transfers to Southeast Asia that 
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There is no discernable ulterior motive other than 


profit behind China’s investments abroad. 





gave it de facto control over a large portion 
of Southeast Asian economies. Concerns 
over Japanese FDI centered on the loss of 
American jobs. Further, concerns over na- 
tional security ignored the fact that Japan 
was one of America’s staunchest allies 
during this period. 

Indeed, one need only look at the $13 
billion contribution Japan made to U.S. ef- 
forts during the Gulf War in 1990-91 to see 
that the U.S.-Japan relationship was sub- 
stantially better than the polemic rhetoric 
indicated. Furthermore, the bloated U.S. 
budget deficits during the Reaganomics 
period of military build-up would have 
hardly been possible without the Japanese 
infusion of capital, demonstrating yet 
again the synergistic U.S.-Japan economic 
partnership during this period. 


Today’s ‘China Problem’ 


SIMILAR TO THE anti-Japanese rhetoric of 
yesterday, the primary sources of econom- 
ic angst in the United States when China 
arises in discussion can be narrowed to 
three areas: the U.S. trade deficit with Chi- 
na; China’s acquisitions of American com- 
panies; and China’s exchange-rate peg to 
the dollar. Once again, an examination of 
_ these issues reveals that current xenopho- 
bic attitudes toward China are unsubstan- 
tiated by facts. 

As with Japan, the U.S. trade deficit 
with China is largely illusory. Certain di- 
mensions of the U.S. trade deficit with 
China require analysis as they demon- 
strate just how unreliable bilateral trade 
deficits can be as indicators and why the 
current trade deficit should not be a con- 
cern for Washington. 

First, it should be noted that the trade 
deficit with China is largely the result of 


China opening up its markets—something 
the U.S. has long desired. In 1986, the per- 
cent share of China’s exports attributable 
to foreign-invested enterprises stood at 
1.9%; that figure rose to 57% by 2004. This 
figure illustrates the extent to which Chi- 
na has liberalized its economy and opened 
its markets to foreigners in a relatively 
short period of time. 

Second, the trade deficit with China 
benefits East and West alike as producers 
from all over the world relocate factories 
and personnel to take advantage of China’s 
newly opened market. Various sources es- 
timate that more than 50% of the goods 
China exports are from non-Chinese- 
owned factories or companies. Consistent 
with this, the U.S. trade deficit with China 
has increased concomitant with decreases 
in the trade deficit with other U.S. trading 
partners such as Singapore, Japan, and 
Taiwan who have reduced exports from 
their own country and relocated produc- 
tion facilities to China. 

Also noteworthy regarding the U.S. 
trade deficit with China is that the vast ma- 
jority of the deficit is comprised of exports 
in industries where the U.S. no longer pro- 
duces goods and thus must import them 
from abroad. These labor-intensive prod- 
ucts include items such as footwear, appar- 
el and toys. China may eventually be the 
largest exporter of computers and other 
high-quality, advanced technology prod- 
ucts, but the current “fear” of China has 
been growing for years now and China is 
still primarily exporting products that the 
U.S. is not even competitive in producing. 

The Chinese acquisition of American 
companies has sometimes been framed as 
an issue of security. But according to glob- 
al investment statistics from the United 
Nations Conference on Trade and Devel- 
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opment, Chinese ownership of U.S. enti- 
ties has not increased in any dramatic way 
since 1995, relative to Chinese sales of its 
own domestic Chinese business holdings 
(see chart above). If China’s aim was to use 
acquired foreign companies and assets as 
leverage for a threatening, zero-sum pur- 
pose, China would likely not have continu- 
ally sold its own domestic assets at a ratio 
far exceeding its purchases. The data 
seems to indicate that no discernable ulte- 
rior motive other than profit lies behind 
China’s mergers, acquisitions and invest- 
ments abroad. 

The final major source of U.S. econom- 
ic anxiety regarding China is its currency 
peg to the dollar. Critics and fear mongers 
have cited China’s currency policy as one 
of the causes for the U.S. trade deficit with 
China and, subsequently, as a cause for the 
loss of American jobs in certain industries. 
While there is an element of truth in these 
accusations, they only tell part of the story 
and the part they do tell is conveyed in a 
skewed manner. 

The U.S. trade deficit with China is il- 
lusory because, among other reasons, 
around 50% of the exports coming from 
China are actually from non-Chinese, for- 
eign-owned companies that closed domes- 
tic operations and relocated to China. Thus, 
the trade deficit has more to do with the 
demand side—U.S. consumption—than it 
does with the supply side—China’s exports, 
which incidentally, are largely comprised 
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of exports from nations other than China. 
It might be fair to say, then, that China is 
really a red herring because the real source 
of the trade deficit is consumer demand. 

While everybody might be better off in 
the long run if China floated its currency, 
critics of China’s current policy neglect to 
mention that China’s peg to the dollar is a 
major source for funding the U.S. current- 
account deficit. Record spending for the 
war in Iraq and the insatiable appetite for 
consumption that U.S. consumers have 
demonstrated would not be possible if in- 
flows of foreign currency did not fill the 
gap that makes up the current-account 
deficit. 

Whether record deficit spending in the 
U.S. is a good, bad, or ugly thing is a topic 
of constant debate but it is currently the 
American way of life; that way of life would 
be nearly impossible without China’s cur- 
rency policy. This is because China must 
purchase dollars (read debt) on an ex- 
tremely large scale in order to sufficiently 
peg its currency to the dollar. If nations 
such as China did not purchase U.S. debt, 
it would be nearly impossible to finance 
the U.S. current-account deficit. 


China’s Trade Choices 


THE U.S. HAS done a less than stellar job 
managing its trade relations with other 
countries during its reign as the world’s 
primary economic engine. As the great 
powers of tomorrow search out the best 
practices of the U.S., it is imperative that 
they learn from the mistakes of the U.S. 
The correct lesson for a rising China to 
draw from the U.S. experience is that at- 
tempts to maintain primacy through trade 
policy are self-defeating unless viewed 
with an eye toward openness and cooper- 
ation. The world can ill afford another su- 
perpower that sees trade in zero-sum 
terms. 

Concerns over Japan’s rise proved un- 
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founded. Ongoing concerns vis-a-vis China 
seem equally groundless. What remains to 
be seen is the damage done on both sides of 
the Pacific by vitriolic rhetoric and harmful 
trade policies before the zero-sum “threat” 
paradigm changes to one of mutual gain. 

As the politics of economic security on 
the left and national security on the right 
continue to limit U.S. options in Sino-U.S. 
trade relations, it will be incumbent upon 
China to preserve the global economic or- 
der by demonstrating increased responsi- 
bility through openness and flexibility. 
Luckily, early signs indicate China is ready 
to be the responsible stakeholder the world 
needs it to be. 

In 2005, China allowed the yuan to ap- 
preciate relative to the dollar for the first 
time in a decade, Last year, China revalu- 
ated its currency to a new record high 73 
times, reflecting a total strengthening of 
12% over its 2005 currency valuation. Also 
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in 2007, China announced the introduc- 
tion of new antipollution regulations for 
companies operating in China that would 
prevent them from maintaining artificial- 
ly low prices by exploiting a dearth of reg- 
ulations. And in the wake of Chinese toy 
recalls in the U.S. over concerns about 
product safety, officials at the Chinese 
General Administration for Quality Super- 
vision, Inspection and Quarantine took 
immediate responsibility and vowed open 
cooperation with importing countries. 
Although much could change as the 
world makes room for its rise, China ap- 
pears to be taking at least the initial steps 
one would hope to see from a burgeoning 
economic behemoth. If China gleans the 
proper lessons from history, global effi- 
ciency, output and wealth could all in- 
crease. The costs of failure, however, 
would result in just the opposite. The 
choice is up to China. = 
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Sweating It Out 
About Asean Growth 


by David Jay Green 





S A LATE-508 recreational 
runner, whenever I run 
with other people in a five 
or 10 kilometer race, I in- 
evitably become swamped 
with the feeling that I should be running 
faster. My wife often tries to put this in per- 
spective by pointing out that I do run faster 
than some people and I am not in my 20s. 
Still this feeling (late-50s runner’s angst) 
won't go away. Today a similar sort of angst 
can be found among leaders of Southeast 
Asian countries, one that reflects their 
country’s progress and expectations in 
what might be called the app race. 

The middle-income Southeast Asian 
countries—Indonesia, Malaysia, the Philip- 
pines and Thailand—experienced Gross 
Domestic Product growth between 5.2% 
to 5.7% in 2006, a bit higher than they did 
from 2000-05 when they individually aver- 
aged 4.6% to 5.1% annual growth rates. 
This is very respectable: the world as a 
whole grew only at a 2.8% annual average 
rate over the same period. But while they 
are beating many other countries in the GDP 
races, the Southeast Asian countries are not 
growing as fast as they say they should. Ma- 





laysia, for instance, has targeted 6% aver- 
age annual growth for the period from 
2006-10. Meanwhile the Philippine devel- 
opment plan calls for growth to accelerate 
to 7% to 8% in 2009-10. They might get 
there, but cannot take this success for 
granted. 

Accelerating growth by one or two per- 
centage points may not seem like much, but 
for a large economy this can be difficult to 
do in a sustainable fashion. Middle-income 
members of the Association of Southeast 
Asian Nations did have faster growth rates 
in the 1990s, before the East Asian financial 
crisis of 1997-98. But since then, growth 
rates have been lower, particularly because 
investment spending is less now than in the 
early 1990s. The ratios of fixed-capital for- 
mation to GDP for the first half of the 1990s 
were higher than those of the first half of 
this decade—in the Philippines this ratio 
fell by 24%, in Thailand 38%. 


œ» Mr. Green is director of Country Coordination 
and Regional Cooperation Division of the South- 
east Asia Regional Department of the Asian De- 
velopment Bank. The opinions expressed are 
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For these middle-income countries the 
failure of investment to recover from the 
Asian financial crisis has been the subject 
of much concern. Governments have at- 
tempted to reinvigorate investment through 
wide-ranging programs of reform, which 
typically target increased transparency and 
predictability in government decision mak- 
ing. Although important from a long-term 
standpoint and well intentioned, these pro- 
grams seem to have little to fire the imagi- 
nation of firms. 

How can the Asean leaders appeal to the 
imagination of potential investors? One 
way is to appeal to their instincts as traders. 
Southeast Asia is a region where trade paves 
the way for development: Across the region 
and within groups of countries of similar 
development levels, those countries that 
are more involved in international trade 
generally have higher per-capita incomes. 

Vietnam shows the kind of impact that 
widening the potential for trade can have 
on investment. The much publicized acces- 
sion to the World Trade Organization in 
2007 has fueled a surge of investment: the 
ratio of gross domestic capital formation to 
GDP averaged over 33% in 2000-05, up more 
than 60% from the figures seen in the early 
1990s. The promise of access to Organiza- 
tion for Economic Cooperation and Devel- 
opment markets, especially the U.S., has 
encouraged both foreign and domestic in- 
vestors to begin and to expand businesses. 

What similarly could entice investors 
in middle-income Asean? These countries 
already have generalized access to world 
markets and most of them participate 
widely in trade with OEcD countries. In 
2004-05, the openness ratio (total trade to 
GDP) in middle-income Asean ranged from 
46% in Indonesia to 196% in Malaysia. 

But, middle-income Asean trades more 
with the outside world than within Asean. 
In 2005, on average the four middle-income 
countries in Asean directed 78% of their to- 
tal trade (imports plus exports) to non- 


Asean markets and 22% to Asean markets. 
Even among the electronics and electrical 
components industry—arguably the suc- 
cess story for Southeast Asia trade—intra- 
Asean trade only comprises roughly 
one-quarter of the total trade. 

As a marketplace, Asean is consider- 
able. In 2006 the population was 567 mil- 
lion. While average per-capita income was 
only $1,890, this masks large concentra- 
tions of middle-class and affluent consum- 
ers especially in urban areas. Why don’t 
Asean firms target Asean markets? 

This question directs us to the heart of 
the drive to create a single market in South- 
east Asia: the Asean Economic Community. 
This has been a long-standing program of 
Asean. At the last Leaders’ Summit in early 
2007 an accelerated target of creating a 
“seamless” marketplace among the 10 coun- 
tries of Southeast Asia by 2015 was adopted. 
But unless credible policies are adopted, in- 
vestment rises and Asean markets become 
a focus for Asean firms, the promise of an 
AEC will not be realized. 

What to do? One answer is to continue 
with domestic reform programs. Getting 
back to me as a middle-aged runner, I need 
to keep some boring habits (no smoking, 
moderate diet, a good night’s sleep) or I slip 
even further back in the pack. 

But a healthy lifestyle, while necessary, 
is no guarantee of winning races. An ath- 
lete has to have a dream—to believe in him 
or herself. Similarly, with respect to our po- 
tential Asean investor, we need to fire their 
imagination—to have people believe in the 
potential of Asean trade. Borrowing from 
running, there is a need to pursue programs 
flowing from two principles. 

æ Accept some pain. The willingness to 
accept pain is one signal of commitment. 
The Asean leaders need to show that they 
value the AEc to the extent of bearing real 
costs. This may not be easy, as an organiza- 
tion that traditionally relied upon unanim- 
ity in decision making; countries can easily 
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block decisions that weigh upon them- 
selves. Unless it is seen that separately and 
collectively Asean countries can accept 
burdens towards the creation of the AEC, it 
may be difficult to see their planned insti- 
tutional development as credible. 

æ Make sure everyone knows you are 
committed. Telling everyone that you will 
run on the weekend is a good way to ensure 
you pull on your sneakers. The Asean Sec- 
retariat has provided a good blueprint for 
an AEC, but it is difficult to find the corre- 
sponding commitments by the 10 nations. 
In contrast, the example of Vietnam’s ac- 
cession to the wTo is telling: the Vietnam- 
ese government widely publicized the 
benefits and risks of wro membership. 

For the AEC to take shape as planned, 
the Southeast Asian countries must take se- 
riously commitments to Asean. The under- 
staffed Asean Secretariat can only do so 
much. In the best of circumstances, given 
the wide range of trade and legal regimes 
(compare for instance Singapore and Myan- 
mar) the AEc will face problems coming to- 
gether as an economic community. For 
instance, only a fraction of agreements 
signed under the auspices of Asean have 
been ratified at the national level. Reversing 
this by well-publicized, prompt ratification 
of Asean agreements would enhance the 
credibility of the the single-market AEc. 

Equally important, Southeast Asian 
countries must accept the responsibility of 
selling the arc to their citizens. The experi- 
ence of the European Union in 2005, when 
French and Dutch voters rejected a draft 
constitution, is one to keep in mind. It is up 
to the individual countries to make the case 
that the AEc represents the potential for 
higher growth rates. 

The more frequently people see Asean 
governments consistently working togeth- 
er to hasten development, the easier the 
task of selling the arc will become. There 
are, for example, opportunities, especially 
in border areas, for all governments to show 


their commitments to expanding trade and 
investment opportunities. The countries of 
the Greater Mekong Subregion (which in- 
cludes parts of southern China), have 
worked at this for 15 years. They have col- 
lectively put into place billion dollar invest- 
ments in transportation infrastructure that 
have transformed the region. Roads are in 
place or being built that will link nearly ev- 
ery part of the Gms. Where once it was im- 
possible to travel, especially during the 
rainy season, it now takes a matter of hours 
to move goods between locations. In turn 
trade between the GMs countries has ex- 
panded nearly 19 times between 1992 and 
2006, in part driven by enormous changes 
in China, but also by the increased ability 
of people to move across Southeast Asia. 
The countries of archipelagic Southeast 
Asia cannot replicate the GMs pattern. Al- 
though there are opportunities on Borneo 
to expand country-to-country links, the 
roughly 24,000 islands in Southeast Asia 
cannot be connected by roads. Still there 
are possibilities to enhance the efficiency 
of maritime shipping. Port modernization, 
improvements in customs operations and 
investment in roads to connect hinterlands 
with ports are all needed and would all 
have an impact on how local and foreign 
investors see their market potential. Par- 
ticularly Indonesia and the Philippines 
spend far less than is needed to provide 
roads, ports, airports and utility services. 
It may seem a long stretch to say that 
the Asean race to higher growth and more 
investment will be won by plodding re- 
form practices and collective infrastruc- 
ture spending, but it is important to realize 
that Asean, especially the middle-income 
countries, has a pretty good track record 
of growth and poverty reduction. Moving 
faster will take the commitment to do 
more of what has been done and to work 
together to collectively build better trad- 
ing routes between the different parts of 
this vast and varied region. a 
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Cambodia’s Flawed 
Search for Justice 


by Leslie Hook 





N THE DECADE since the 
end of Cambodia’s civil 
war, time has begun to heal 
the wounds inflicted by the 
genocidal Khmer Rouge 
regime. The economy has perked up—an- 
nual Gpp growth is now more than 10%, 
Foreign aid is flowing, with over $500 mil- 
lion earmarked for development projects 
each year. However, the centerpiece of this 
aid, the United Nations-backed Khmer 
Rouge war-crimes tribunal, is still barely 
out of the starting blocks. 

Convicting Khmer Rouge leaders of 
crimes against humanity would seem like 
a no-brainer. But then consider that Prime 
Minister Hun Sen himself was once a re- 
gional leader of the Maoist party, and had 
to make countless compromises with his 
former comrades in order to bring them 
into the government fold. The tortuous 
agreement signed between the U.N. and 
Hun Sen’s government in 2003 laid the 
groundwork for a hybrid court system, but 
the Cambodian side insisted on strictly lim- 
iting the power of the foreign judges. 

A lot has come to rest on the tribunal. 
It’s convenient to make it out as a savior of 





sorts: An example for Cambodia’s notori- 
ously corrupt judicial system; a ray of hope 
for those who suffered under the Khmer 
Rouge; a powerful message that even gov- 
ernment leaders don’t have impunity. Fifty 
million dollars from more than 20 coun- 
tries has poured into the tribunal’s coffers 
so far, and much more is on the way. 

The tribunal certainly has the poten- 
tial to be a force for positive change in 
Cambodia, but whether it will realize that 
potential remains to be seen. The arrest of 
five senior leaders last fall and the begin- 
ning of hearings in November convinced 
many who thought that the trial would 
never happen. But jailings alone won't 
make the trials a success. : 

The structural flaws that have become 
apparent since the tribunal was established 
could jeopardize the court’s real useful- 
ness. Thanks to a combination of funding 
mismanagement, allegations of corruption, 
and donors who are a bit too trusting, the 
tribunal still runs the risk of becoming a 
farce, should events get out of hand. 


ws Ms. Hook is an editorial page writer with The 
Wall Street Journal Asia. 
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First off, the very compromises that 
helped create the court have impaired its 
progress. The responsibilities of the court 
are split between the U.N. and the Cambo- 
dian government, which provides fertile 
ground for miscommunication and delays. 
At time of writing the official courtroom 
still wasn’t ready for hearings, although 
pretrial hearings Gin a different court- 
room) began Nov. 20. The translation team 
for the trilingual court (Khmer, English 
and French) is already backed up by 
months, unable to handle the 300,000 pag- 
es of documents that judges need to sift 
through. The witness-protection team, 
which had somehow been left out of the 
initial budget for the court, has only a skel- 
eton staff and still lacks a director. 

At Cambodia’s insistence, a majority of 
judges in each chamber is Cambodian, but 
no decision can be passed unless at least 
one foreign judge agrees. This system, and 
the power it hands to Cambodia’s famous- 
ly corrupt judicial system, caused several 
nations, including the United States, to 
decline funding for the tribunal. The 
small handful of hearings held thus far 
haven't yielded any signs of judicial inter- 
ference, but given the track record of the 
rest of Cambodia’s judiciary, it can’t be 
ruled out. 

The credibility of the court has already 
been undermined by questions about the 
oversight of funding for the Cambodian 
side of the court. The U.N. Department of 
Economic and Social Affairs helped recruit 
funding for the Cambodian side of the tri- 
bunal, and this funding is overseen by the 
United Nations Development Program. UN- 
DP’s oversight, however, has been less than 
thorough. An audit initiated by UNDP and 
conducted in spring 2006 by the U.N. Office 
of Audit and Performance Review and an 
external auditor found that the Cambodian 
side of the court had hired underqualified 
staff, was paying inflated salaries, and add- 
ed 52 staff positions without justification. 


UNDP’s response was to bury the report and 
refuse media inquiries. 

Even more serious are allegations of 
kickbacks raised by the Open Society Jus- 
tice Initiative in an October 2006 report. 
In Cambodia it has been traditional prac- 
tice for civil servants to buy their positions 
in government, one Western diplomat ex- 
plained to me. When the current govern- 
ment came to power, the practice didn’t 
disappear—it was merely systematized. 
Multiple sources said they had heard re- 
ports that some court staff were required 
to pay 20% to 30% of their salary to their 
higher-ups in order to keep their jobs. To 
date, however, no staff member has made 
a formal complaint. 

If true, these allegations are the most 
serious threat yet to the tribunal’s mission. 
Rather than setting an example of justice 
for the country, the tribunal may be rein- 
forcing the worst habits of Cambodia’s jus- 
tice system. 

Many members of the international 
community seem to believe that any cor- 
ruption present is limited, and wort inter- 
fere with the judicial process. But that 
view implies a very narrow view of the tri- 
bunal’s purpose. U.S. Ambassador Joseph 
Mussomeli put it this way: “We believe the 
judicial process is proceeding much better 
than people a year ago would have ever 
have guessed. Although there were some 
bumps in the road, it is now clear that ei- 
ther international standards will be met, 
or, at a bare minimum, the international 
judges will walk out.” In his eyes, that 
safeguard is enough to ensure that the tri- 
bunal isn’t a farce. 

The corruption allegations are high on 
the radar of the Cambodian officials in- 
volved, as well. The man overseeing the tri- 
bunal and responsible for rooting out 
corruption is Deputy Prime Minister Sok 
An. He is Hun Sen’s right-hand guy, and the 
second-most powerful man in the country. 
Sok An has been involved with the tribunal 
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practically since its inception, and took a 
leading role in the negotiations with the 
U.N. that stretched from 1999 to 2003. 

In person Sok An is soft-spoken and 
gentle. His hair is elaborately coiffed, and 
his glasses and double chin give him a 
bookish air. When asked how the tribunal 
is going, he begins by explaining that it has 
actually set three world records for an in- 
ternational tribunal—for the fastest ap- 
proval of internal rules (just under a year); 
the fastest arrests (five people so far); and 
the smallest budget. 

He grows most animated when dis- 
cussing his vision of the Cambodian tribu- 
nal as a pioneering model that other courts 
will someday follow. “We have a different 
model, but the world is looking for a better 
model,” he says, gesticulating excitedly. “It 
is anew model.” 

His own belief in the importance of the 
tribunal is perhaps the most reassuring 
part of our conversation—when it comes to 
corruption, his words are less convincing. 
“In every country you have corruption,” 
he begins, “but what is important is our 
attitude towards corruption.” He says that 
fighting corruption at the tribunal is para- 
mount, because the tribunal serves as an 
example for the entire Cambodian justice 
system. 

Sok An concludes, “Corruption is not a 
real problem within the office of adminis- 
tration,” referring to the Cambodian side of 
the tribunal responsible for court adminis- 
tration. But he never flatly denies that cor- 
ruption might be happening. Neither does 
Sean Visoth, the director of the office of ad- 
ministration. “We cannot say ‘corruption 
free,” he says, referring to the court. “We 
cannot compare it to Hong Kong or Singa- 
pore. But we have done everything possible 
to minimize the risk of corruption.” 


The Khmer Rouge war-crimes tribunal has yet to 
prove that it can help Cambodia move on. 


Sean Visoth explains the steps his office 
has taken to address the allegations, includ- 
ing putting up suggestion boxes in secluded 
locations for added privacy, and requiring 
staff to sign a code of conduct that prohibits 
taking bribes. Oddly, the code does not pro- 
hibit giving bribes, however. He says that if 
someone came forward with a complaint 
related to kickbacks, “To have an investiga- 
tion wouldn’t be a big deal.” 

While these anticorruption efforts are 
a little underwhelming, the fact that gov- 
ernment officials spend so much time talk- 
ing about them indicates how seriously 
they take international media’s perception 
of the tribunal. There’s a reason for this: 
Cambodia’s ruling party, the Cambodian 
People’s Party, has built its political plat- 
form around its opposition to the Khmer 
Rouge regime. The break isn’t as clean as 
it seems, though, and former Khmer Rouge 
leaders remain deeply enmeshed in the 
current government. The arrest of the 
powerful Ieng Sary last year was seen as a 
sign that none would be spared in the war- 
crimes tribunal. But more difficult tests 
will be ahead. The King Father, Norodom 
Sihanouk, worked with Khmer Rouge 
leaders during their rule, and might be 
called upon to present testimony during 
the tribunal. 

International donors have a large role 
to play in keeping the tribunal alive and on 
track, and it should be donor pressure— 
rather than the moral backbone of the 
judges or anonymous complaint boxes— 
that ensures the integrity of the court. The 
U.N. is planning a major fundraising drive 
that will likely include one new target: the 
U.S., which is now reconsidering its ear- 
lier decision not to fund the tribunal. The 
U.N. will be asking for a pretty penny— 
they are likely to double the court’s origi- 
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nal budget estimate of $63 million. But 
there are no signs yet that donors will 
seize this opportunity to enforce new and 
better practices—such as a full investiga- 
tion into the allegations of kickbacks that 
have dogged the office of administration. 

The real measure of success will be the 
extent to which it can bring a sense of clo- 
sure to Cambodian people. And surpris- 
ingly, the tribunal may already be doing 
that. “When we started [documentation 
work] in 1995, it was so hard to get people 
to talk about the Khmer Rouge,” says Youk 
Chhang, director of the Documentation 
Center of Cambodia. “But people now 
speak about this so openly. Freedom has 
been given to the victims.” 

Organizations like the Documentation 
Center of Cambodia have played a large 
role in getting victims involved. The cen- 
ter has interviewed 5,000 victims of Pol 
Pot’s genocide to record their experiences, 
and identified hundreds who are willing 
to be a civil party to the war-crimes trials. 
Each month the center buses in around 
500 people from remote areas to visit the 
tribunal and learn about Pol Pot’s regime. 
Less educated Cambodians often have lit- 
tle knowledge of events under the Khmer 
Rouge and have trouble believing their 
own countrymen were responsible for the 
genocide. That history is so sensitive it 
wasn’t covered in national curricula until 
a few years ago, and most Cambodians 
alive today weren’t around to witness the 
atrocities—over half of Cambodia’s popu- 
lation is under 21 years old. 

The history of the Khmer Rouge is still 
palpable in Cambodia not just because of 
its psychological impact, but also because 
of its economic impact. Although Cambo- 


dia’s economy now is humming along, the 
country’s infrastructure remains in tatters 
thanks to the decades of war. Annual app 
per capita (adjusted for purchasing power 
parity) is a meager $2,800. 

In a perverse way, this legacy of de- 
struction has made the job of the current 
government a bit easier. Prime Minister 
Hun Sen came to power after helping over- 
throw Pol Pot’s regime, and his Cambo- 
dian People’s Party still draws much of its 
legitimacy from its record of opposition to 
the Khmer Rouge. The tribunal further re- 
inforces this narrative, helping Hun Sen 
and his colleagues differentiate them- 
selves from the genocidal Khmer Rouge 
leaders. 

But once this history is laid to rest, the 
Cambodian People’s Party will be forced 
to find other issues on which it can deliver 
to voters. As the leaders of the Khmer 
Rouge are brought to justice and as fewer 
and fewer Cambodians remember the 
Khmer Rouge era, the cpp’s record of op- 
posing the Khmer Rouge will become less 
relevant than its ability to root out corrup- 
tion and deliver economic growth. Cam- 
bodia’s young democracy is still fragile, 
and the cpp so dominates every aspect of 
government that free and fair elections are 
virtually impossible. But in the post-tribu- 
nal era, perhaps that’s something that vot- 
ing citizens will begin to take action on. 

This would be the best possible out- 
come for the tribunal: Not just putting a 
handful of elderly murderers behind bars, 
but enabling the nation to take one step 
further on the road to recovery from Pol 
Pot’s regime. Whether or not that happens 
depends on whether the trial can gain real 
legitimacy. i 
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India’s New 
M&A Mantra 


by Alina Bakunina 





HE MAGNITUDE OF Indi- 
a’s outward investment, 
particularly overseas ac- 
quisitions, has signaled a 
new stage in the country’s 
economic transformation. In 2007, its 
gross domestic product growth rate 
reached 9.4%, year-on-year, and GDP 
crossed the $1 trillion threshold, making 
it the 12th largest economy in the world. 
The relaxation of investment restric- 
tions and streamlining of financial regula- 
tions—for example, allowing greater access 
to debt financing from domestic as well as 
international markets—has sent business 
confidence surging. The combination of ex- 
- panded business opportunities and greater 
availability of capital has brought about a 
mindset change that is giving Indian com- 
panies greater courage to enter overseas 
markets via mergers and acquisitions. 





The Boom 


THE YEAR 2007 was particularly prolific 
with regards to private-equity investments 
in India. Substantial private-equity injec- 
tions have made Indian companies cash- 


rich and are directly responsible for a 
surge in their ambition. Estimates put such 
investments between $14 billion and $17 
billion, roughly double the $8 billion re- 
corded in 2006. Frenetic private-equity 
activity in India has been driven by in- 
creasing investor confidence in local mar- 
kets. Some foreign investors estimate India 
is one of the largest markets for private- 
equity investment in Asia. With the num- 
ber of private-equity institutions expected 
to exceed 500 this year, the playing field is 
particularly crowded. Private-equity 
funds are being forced to become more 
competitive, which will further contribute 
to the acquisition binge by Indian compa- 
nies at home and abroad. 

The sea change in Indian crossborder 
M&A activity became obvious early in 2007 
when transactions in January and Febru- 
ary alone grossed $40 billion, by far sur- 
passing the total of $35.6 billion in 2006. 
The two biggest outbound transactions 
were the acquisition by Tata Steel Ltd. of 
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the Anglo-Dutch steelmaker Corus Group 
for $13 billion, and Hindalco Industries’ 
purchase of Canada’s Novelis Inc., a low- 
cost aluminum producer, for $5.9 billion. 
These two megadeals together with Suzlon 
Energy’s acquisition of REpower Systems 
drove up the net deal value up to $40 bil- 
lion. Other deals included Oil and Natural 
Gas Corporation investments in Sudan and 
Russia to secure supplies of gas. Tata Pow- 
er acquired PT Kaltim Prima Coal and PT 
Arutmin Indonesia for $1.1 billion, thus ob- 
taining access to the largest exporting ther- 
mal-coal mines in the world. The total tally 
of M&A deals announced at the end of fall 
2007 stood at a net value of $55 billion. 
Despite the impressive total net value of 
India’s M&A transactions in 2007, individ- 
ual deals remained relatively small by glob- 
al standards. This is due to the fact that 
Indian companies are themselves relatively 
small entities compared to MNCs. Even so, 
there has been a marked difference in the 
volume and size of transactions executed in 
the past few years, with a steep increase to 
550 deals in 2007, up from 20 deals in 2002. 
The average deal size increased to $100 mil- 
lion last year, up from $32 million in 2002. 
This is still only about half the size of 
average global M&A deals. India has noth- 
ing like China’s large-scale, state-spon- 
sored acquisitions of resource-driven 
sectors in emerging markets. Matching 
China in the takeover stakes will prove a 
major challenge for India since its state- 
leveraged financial power remains domi- 
nant, at least in the near future. 
According to a study by consulting firm 
Accenture, in terms of geographic distri- 
bution of deals, much of India’s outward 
investment concentrated in the United 
States (82%) and Europe (29%). These de- 
veloped markets are attractive because of 
their large consumer markets, transparent 
business processes, rule of law, advanced 
technologies, and skill and knowledge 
capital. Meanwhile in the Asia-Pacific re- 


gion, Indian companies targeted compa- 
nies to secure access to natural resources 
or improve their competitiveness in those 
markets. In total 27% of Indian invest- 
ments were made in the region. The rest of 
India’s outbound investments were dis- 
tributed between Africa (6%), the Middle 
East (4%) and Latin America (2%). 

Based on a forecast by McKinsey & Co., 
2008 looks promising with regards to M&A 
activity, but it will be difficult to equal the 
high levels of value generated during 2007. 
Among developing economies, India, China 
and West Asia distinguished themselves as 
major deal makers and represented about 
15% of global volumes—India and China 
were up by 110% and 47% year-on-year, re- 
spectively. According to McKinsey, acquisi- 
tions by companies in these regions are 
anticipated to be on the upswing, in con- 
trast to the slumping M&A activity in de- 
veloped economies. More deals are 
predicted to take place in capital-intensive 
sectors such as energy, auto components, 
industrial products and service sectors. 
Also more large-scale deals are expected in 
the resources sector—for instance, the coal 
and steel industries could see a number of 
transactions either in the acquisition of as- 
sets or of companies. 


Drivers and Motivations 


THE KEY MOTIVATION behind overseas ac- 
quisitions by Indian companies is to find 
new markets to sustain top-line growth or 
to strengthen business value proposition. 
Companies achieve this goal in different 
ways: by accessing foreign markets and 
technology; acquiring knowledge and 
skills to improve domain expertise; ex- 
panding product and service portfolio; or 
obtaining scale. 

The majority of Indian acquirers have 
been keen to unlock business potentialities 
that come with new market entry. There 
were different motivational forces at play 
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when Indian companies decided to pursue 
opportunities in developed economies of 
North America, Europe and East Asia, or 
the emerging markets of Africa, Central 
and Southeast Asia. Acquisition has been 
the main strategy to gain market share in 
developed markets as they tend to be satu- 
rated and difficult to break into. The 2007 
acquisitions by the Tata Group, Hindalco 
Industries and Suzlon Energy, for example, 
conformed to this pattern. Less developed 
economies have attractions of their own- 
they can be prime locations for manufac- 
turing businesses due to low production 
costs, have cheap natural resource avail- 
ability and often give Indian companies the 
opportunity to reach new customers. Once 
companies gain a foothold in new markets 
they can strategically pursue acquisition of 
other assets and capabilities, sources of 
supply and technology. 

Certain acquisitions were propelled by 
a need to assimilate new technologies, or 
acquire certain skills and knowledge. This 
is particularly important for knowledge— 
and capital-intensive sectors like pharma- 
ceuticals, software development and 
high-end precision manufacturing. For in- 
stance, Mumbai-based software developer 
i-Flex acquired American Supersolutions 
Corp for $11.5 million to gain access to its 
widely used banking software. The acqui- 
sition of South Korea’s Daewoo Commer- 
cial Vehicle by Tata Motors Ltd. was a 
milestone in the company’s quest for glo- 
balization and benefited the Indian group 
by exposing it to Daewoo’s first-class tech- 
nological facilities. Nicholas Piramal India 
Ltd., a health-care company, bought Rho- 
dia Organique of the United Kingdom for 
$14 million to take advantage of the latter’s 
inhalation anesthetics technology as well 
as to capitalize on its marketing and dis- 
tribution network. 

In some cases Indian companies en- 
larged their share in overseas markets in 
the process of expanding their services or 


building a product portfolio. This was a 
prominent strategy among the companies 
in capital-intensive sectors such as phar- 
maceuticals, information technology and 
high-end manufacturing. For instance, 
pharmaceutical company Nicholas Piramal 
signed a five-year manufacturing agree- 
ment with Pfizer worth $350 million to 
produce 12 different drugs. Similarly, drug 
maker Ranbaxy acquired the rights from 
Efarmes, a Spanish pharmaceutical com- 
pany, for patents of more than a dozen 
drugs. Reliance Industries was looking to 
increase its capacity in the global polyester 
market and improve its supply chain ser- 
vices when it acquired German company 
Trevira Gmbh & Co. for €80 million. 

Some Indian companies acquired for- 
eign assets or expertise to become more 
competitive in global markets, or, as in the 
case of Tata Steel acquiring Corus Group, 
in order to consolidate their positions as 
global producers or service providers vis- 
a-vis their main competitors, such as Ar- 
celorMittal. A few were “pushed out” of 
domestic markets and had to look for bet- 
ter opportunities abroad either because 
markets were overcrowded or because it 
became more advantageous for them to 
operate in a different regulatory and busi- 
ness environment. 

Apart from the “internal” motivations 
of Indian companies to pursue overseas 
deals, there were also external forces at 
play that propelled the sharp acceleration 
in outbound activity. Some of the key ex- 
ternal forces or drivers of crossborder ac- 
quisitions were easy funding and fewer 
regulatory restrictions. 

For one thing, the Indian government 
has eased restrictions on outbound invest- 
ments; instead of a cap of $100 million pre- 
viously, Indian companies are now allowed 
to invest up to 400% of their net profits 
overseas. For another, easy availability of 
debt funding highlighted the growing con- 
fidence on part of the domestic and inter- 
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national banking community in the ability 
of Indian companies to make these acquisi- 
tions work. Another important factor, ac- 
cording to a report from Lehman Brothers, 
was that Indian corporations found it easy 
to become global acquirers due to a similar- 
ity of Indian business models to Western 
ones in terms of framework and gover- 
nance, and also due to Western-educated, 
English-speaking top-level management. 


Challenges and Ways Forward 


DESPITE THE BOOMING M&A activity of In- 
dia Inc, challenges remain. In the past, ac- 
cess to finance was a major obstacle for 
Indian companies wanting to participate in 
M&A activities. In the past few years, this 
has been overcome to a great extent, given 
the increased number of private-equity 
players and investment banks willing to 
fund acquisitions, and the liquidity of the 
Indian stock market. Yet the potential of 
Indian companies to fully benefit from 
global expansion opportunities is depen- 
dent on a further removal of policy and 
regulatory obstacles. 

Substantial barriers to efficient and 
timely domestic and overseas investments 
take several forms. For instance, regulatory 
authorities still require a host of permits 
and approvals, especially in share swaps. 
The cumbersome taxation framework pro- 
hibits paying interest on acquisition loans, 
and there are no tax breaks on dividend in- 
come earned in foreign currency. Restric- 


tions persist on borrowing and lending in. 


foreign currency, as well as transfering 
shares between residents and nonresi- 
dents. 

In a survey by Accenture as to the main 
challenges to crossborder M&A expansion, 
60% of the interviewed Indian business 
leaders selected “management mindset or 
process immaturity” of Indian businesses 
as the main constraint to expansion. Ac- 
cording to the survey, Indian managers 


Mipakani unasaananrarveneeneererentnAbielteinteansearraramrnh tare A Aaaama a a a RET ITE 


should pay more attention to working out a 
clear strategic direction and integration 
process in any acquisition prior to making 
a move. Accenture stresses it is imperative 
for Indian companies to maintain a flexible 
organizational structure during a complex 
international acquisition in order to ensure 
preservation of cultural, social and other 
attributes of the acquired company for a 
successful integration. 

The good news is that flexibility, toler- 
ance and global perspective are some of 
the strengths of Indian businesses; West- 
ern companies, as a rule, score lower on 
managing cultural differences. As Gene 
Donnelly, a managing partner at Pricewa- 
terhouseCoopers, points out, Western ac- 
quirers tend to move forward quickly with 
integration process as they perceive it to 
be a cost-driven exercise. The resulting 
shorter horizon in deal-making sometimes 
doesn’t permit a Western company suffi- 
cient time to plan for the post-deal man- 
agement of cultural issues needed to 
unlock the full value of a transaction. 

It is a new and exciting time for Indian 
economy and business. M&A activity is ex- 
pected to remain on the upswing in emerg- 
ing markets and the dominance of 
crossborder transactions is expected to 
continue. However, with the changes in 
the global credit markets, 2008 M&A deal- 
making will struggle to match the flurry 
of rapid activity in 2007. It is possible that 
the focus in M&A will shift from private- 
equity or financial transactions to more 
strategic industrial deals. The intensity 
and success of crossborder M&A activity 
for India Inc. will depend on a consistent- 
ly high economic growth, sound reforms 
in infrastructure, taxation and investment 
regulation, as well as its stock market val- 
uations. On their hand, Indian businesses 
can facilitate M&A and ensure success by 
paying close attention to a host of cultural, 
regulatory, labor markets and other fac- 
tors, when moving overseas. 
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Manila’s Bungle in 
The South China Sea 


by Barry Wain 


PD GeO 


HEN VIETNAMESE stu- 
dents gathered outside 
the Chinese Embassy in 
Hanoi last December to 
protest against China’s 
perceived bullying over disputed territory 
in the South China Sea, it signaled Hanoi’s 
intention to turn up the heat a bit. And 
Beijing reacted in kind; instead of down- 
playing the incident, a foreign ministry 
spokesman complained, “China has indis- 
putable sovereignty over the South China 
Sea islands.” The bluster on both sides, 
while just a blip in this long-running feud, 
is a timely reminder that the South China 
Sea remains one of the region’s flashpoints. 
What most observers don’t realize is that 
in the last few years, regional cooperative 
efforts to coax Beijing into a more mea- 
sured stance have been set back by one of 
the rival claimants to the islands. 
Philippine President Gloria Macapagal 
Arroyo’s hurried trip to China in late 2004 
produced a major surprise. Among the raft 
of agreements ceremoniously signed by the 
two countries was one providing for their 
national oil companies to conduct a joint 
seismic study in the contentious South Chi- 





na Sea, a prospect that caused consterna- 
tion in parts of Southeast Asia. Within six 
months, however, Vietnam, the harshest 
critic, dropped its objections and joined the 
venture, which went ahead on a tripartite 
basis and shrouded in secrecy. 

In the absence of any progress towards 
solving complex territorial and jurisdic- 
tional disputes in the South China Sea, the 
concept of joint development is resonating 
stronger than ever. The idea is fairly simple: 
Shelve sovereignty claims temporarily and 
establish joint development zones to share 
the ocean’s fish, hydrocarbon and other re- 
sources. The agreement between China, 
the Philippines and Vietnam, three of the 
six governments that have conflicting 
claims, is seen as a step in the right direc- 
tion and a possible model for the future. 

But as details of the undertaking emerge, 
it is beginning to look like anything but the 
way to go. For a start, the Philippine gov- 
ernment has broken ranks with the Asso- 
ciation of Southeast Asian Nations, which 
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was dealing with China as a bloc on the 
South China Sea issue. The Philippines also 
has made breathtaking concessions in 
agreeing to the area for study, including 
parts of its own continental shelf not even 
claimed by China and Vietnam. Through its 
actions, Manila has given a certain legiti- 
macy to China’s legally spurious “historic 
claim” to most of the South China Sea. 

Although the South China Sea has been 
relatively peaceful for the past decade, it re- 
mains one of East Asia’s potential flash- 
points. The Paracel Islands in the northwest 
are claimed by China and Vietnam, while 
the Spratly Islands in the south are claimed 
in part or entirety by China, Taiwan, Viet- 
nam, the Philippines, Malaysia and Brunei. 
All but Brunei, whose claim is limited to an 
exclusive economic zone and a continental 
shelf that overlap those of its neighbors, 
man military garrisons in the scattered is- 
lets, cays and rocks of the Spratlys. 

After extensive Chinese structures were 
discovered in 1995 on Mischief Reef, on the 
Philippine continental shelf and well with- 
in the Philippine 200-nautical-mile exclu- 
sive economic zone, Asean persuaded 
Beijing to drop its resistance to the “inter- 
nationalization” of the South China Sea is- 
sue. Instead of insisting on only bilateral 
discussions with claimant states, China 
agreed to deal with Asean as a group on the 
matter. Rodolfo Severino, a former secre- 
tary-general of Asean, has lauded “Asean 
solidarity and cooperation in a matter of vi- 
tal security concern.” 

Asean and China, however, failed in 
their attempt to negotiate a code of conduct. 
In the “Declaration on the Conduct of Par- 
ties in the South China Sea,” signed in 2002, 
they pledged to settle territorial disagree- 
ments peacefully and to exercise restraint 
in activities that could spark conflict. But 
the declaration is far from watertight. A po- 
litical statement, not a legally binding trea- 
ty, it doesn’t specify the geographical scope 
and is, at best, an interim step. 


Since the issuance of the declaration, a 
tenuous stability has descended on the 
South China Sea. With Asean countries 
benefiting from China’s booming economy, 
boosted by a free-trade agreement, South- 
east Asian political leaders are happy to for- 
get about this particular set of problems 
that once bedeviled their relations with 
Beijing. Yet none of the multifaceted dis- 
putes has been resolved, and no mechanism 
exists to prevent or manage conflicts. With 
no plans to discuss even the sovereignty of 
contested islands, claimants now accept 
that it will be decades, perhaps generations, 
before the tangled claims are reconciled. 

Recent incidents and skirmishes are a 
sharp reminder of how dangerous the situ- 
ation remains. In the middle of last year, 
Chinese naval vessels fired on Vietnamese 
fishing boats near the Paracels, killing one 
fisherman and wounding six others, while 
British giant BP halted work associated 
with a gas pipeline off the Vietnamese coast 
after a warning by the Chinese Foreign 
Ministry. In the past few months, Beijing 
and Hanoi have traded denunciations as 
the Chinese, in particular, maneuver to re- 
inforce territorial claims. Vietnam protest- 
ed when China conducted a large naval 
exercise around the Paracels in November. 
China’s decision in December to create an 
administrative center on Hainan to manage 
the Paracels, Spratlys and another archi- 
pelago, though symbolic, was regarded as 
particularly provocative by Hanoi. The 
Vietnamese authorities facilitated demon- 
strations outside the Chinese diplomatic 
missions in both Hanoi and Ho Chi Minh 
City to make known their displeasure. 

Friction can be expected to increase as 
the demand for energy by China and dy- 
namic Southeast Asian economies rises and 
they intensify the search for oil and gas. 
While hydrocarbon reserves in the South 
China Sea are unproven, the belief that 
huge deposits exist keeps interest intense. 
As world oil prices hit record levels, the dis- 
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covery of commercially viable reserves 
would raise tensions and “transform secu- 
rity circumstances” in the Spratlys, accord- 
ing to Ralf Emmers, an associate professor 
at the S. Rajaratnam School of Internation- 
al Studies in Singapore. 

President Arroyo’s agreement with Chi- 
na for a joint seismic study was controver- 
sial in several respects. By not consulting 
other Asean members beforehand, the Phil- 
ippines abandoned the collective stance 
that was key to the group’s success with 
China over the South China Sea. Ironically, 
it was Manila that first sought a united 
front and rallied Asean to confront China 
over its intrusion into Mischief Reef a de- 
cade earlier. Sold the idea by politicians 
with business links who have other deals 
going with the Chinese, Ms. Arroyo did not 
seek the views of her foreign ministry, Phil- 
ippines officials say. By the time the foreign 
ministry heard about it and objected, it was 
too late, the officials say. 

Philippine diplomats might have been 
able to warn her that while joint develop- 
ment has been successfully implemented 
elsewhere, Beijing’s understanding of the 
concept is peculiarly Chinese. The only lo- 
cation that China is known to have nomi- 
nated for joint development is a patch off 
the southern coast of Vietnam called Van- 
guard Bank, which is in Vietnamese wa- 
ters where China has “no possibly valid 
claim,” as a study by a U.S. law firm put it. 
Beijing’s suggestion in the 1990s that it and 
Hanoi jointly develop Vanguard Bank was 
considered doubly outrageous because 
China insisted that it alone must retain 
sovereignty of the area. Also of no small 
consideration was the fact that such a bi- 
lateral deal would split Southeast Asia. 

The hollowness of China’s policy of 
joint development, loudly proclaimed for 
nearly 20 years, was confirmed long ago by 
Hasjim Djalal, Indonesia’s foremost au- 
thority on maritime affairs, when he head- 
ed a series of workshops on the South 


China Sea. Mr. Hasjim set out to test the 
concept of joint development, taking sev- 
eral years to identify an area in which each 
country would both relinquish and gain 
something in terms of its claims. In 1996, 
he designated an area of some thousands 
of square kilometers, amounting to a small 
opening in the middle of the South China 
Sea, which cut across the Spratlys and 
went beyond them. Joint development, un- 
specified, was to take place in the “hole,” 
with no participant having to formally 
abandon its claims. Beijing alone refused 
to further explore the doughnut proposal, 
as it was dubbed, complaining that the in- 
tended zone was in the area China claimed. 
Of course it was, that being the essence of 
the plan, without which it was difficult to 
imagine having joint development. 

China’s bottom line on joint develop- 
ment at that time: What is mine is mine 
and what is yours is ours. 

Beijing and Manila did not make public 
the text of their “Agreement for Seismic 
Undertaking for Certain Areas in the 
South China Sea By and Between China 
National Offshore Oil Corporation and 
Philippine National Oil Company.” After 
the agreement was signed on Sept. 1, 2004, 
the Philippine government said the joint 
seismic study, lasting three years, would 
“gather and process data on stratigraphy, 
tectonics and structural fabric of the sub- 
surface of the area.” Although the govern- 
ment said the undertaking “has. no 
reference to petroleum exploration and 
production,” it was obvious that the survey 
was intended precisely to gauge prospects 
for oil and gas exploration and production. 
Nobody could think of an alternative ex- 
planation for seismic work, especially in 
the wake of year-earlier press reports that 
CNOOC and PNOC had signed a letter of in- 
tent to begin the search for oil and gas. 

Vietnam immediately voiced concern, 
declaring that the agreement, concluded 
without consultation, was not in keeping 
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with the spirit of the 2002 Asean-China 
Declaration on the Conduct of Parties. Ha- 
noi “requested” Beijing and Manila disclose 
what they had agreed and called on other 
Asean members to join Vietnam in “strictly 
implementing” the declaration. After what 
Hanoi National University law lecturer 
Nguyen Hong Thao calls “six months of 
Vietnamese active struggle, supported by 
other countries,” state-owned PetroViet- 
nam joined the China-Philippine pact. 

Vietnam’s inclusion in the modified and 
renamed “Tripartite Agreement for Joint 
Marine Seismic Undertaking in the Agree- 
ment Area in the South China Sea,” signed 
on March 14, 2005, was scarcely a victory 
for consensus-building and voluntary re- 
straint. The Philippines, militarily weak 
and lagging economically, had opted for 
Chinese favors at the expense of Asean po- 
litical solidarity. In danger of being cut out, 
the Vietnamese joined, “seeking to make 
the best out of an unsatisfactory situation,” 
as Mr. Severino puts it. The transparency 
that Hanoi had demanded was still missing, 
with even the site of the proposed seismic 
study concealed. 

Now that the location is known, the de- 
tails having leaked into research circles, the 
reasons for wanting to keep it under wraps 
are apparent: “Some would say it was a sell- 
out on the part of the Philippines,” says 
Mark Valencia, an independent expert on 
the South China Sea. The designated zone, 
a vast swathe of ocean off Palawan in the 
southern Philippines, thrusts into the 
Spratlys and abuts Malampaya, a Philippine 
producing gas field. About one-sixth of the 
entire area, closest to the Philippine coast- 
line, is outside the claims by China and 
Vietnam. Says Mr. Valencia: “Presumably 
for higher political purposes, the Philip- 
pines agreed to these joint surveys that in- 
clude parts ofits legal continental shelf that 
China and Vietnam don’t even claim.” 

Worse, by agreeing to joint surveying, 
Manila implicitly considers the Chinese 
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and Vietnamese claims to have a legitimate 
basis, he says. In the case of Beijing, this has 
serious implications, since the broken, U- 
shaped line on Chinese maps, claiming al- 
most the entire South China Sea on 
“historic” grounds, is nonsensical in inter- 
national law. (Theoretically, Beijing might 
stake an alternative claim based on an ex- 
clusive economic zone and continental shelf 
from nearby islets that it claims, but they 
would be restricted by similar claims by ri- 
vals.) Manila’s support for the Chinese 
“historic claim,” however indirect, weak- 
ens the positions of fellow Asean members 
Malaysia and Brunei, whose claimed areas 
are partly within the Chinese U-shaped 
line. It is a stunning about-face by Manila, 
which kicked up an international fuss in 
1995 when the Chinese moved onto the sub- 
merged Mischief Reef on the same underly- 
ing “historic claim” to the area. 

Some commentators have hailed the tri- 
partite seismic survey as a landmark event, 
echoing the upbeat interpretation put on it 
by the Philippines and China. The parties 
insist it is a strictly commercial venture by 
their national oil companies that does not 
change the sovereignty claims of the three 
countries involved. Ms. Arroyo calls it an 
“historic diplomatic breakthrough for 
peace and security in the region.” But that 
assessment is, at the very least, premature. 

Not only do the details of the three-way 
agreement remain unknown, but almost 
nothing has been disclosed about progress 
on the seismic study, which should be com- 
pleted in the next few months. Much will 
depend on the results and what the parties 
do next. Already, according to regional of- 
ficials, China has approached Malaysia and 
Brunei separately, suggesting similar joint 
ventures. If it is confirmed that China has 
split Asean and the Southeast Asian claim- 
ants and won the right to jointly develop 
areas of the South China Sea it covets only 
by virtue of its “historic claim,” Beijing will 
have scored a significant victory. Li 
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Sri Lanka’s 
Forgotten Heroines 


by Minh H. Pham and Katarina Harrod 





N THE LAST decade, the 
number of Sri Lankans mi- 
grating for jobs has soared; 
some 150,000 migrated in 
1997 alone, which by 2005 
had risen another 60%, to nearly 240,000. 
Now, migrant workers comprise 14.5% of 
the Sri Lankan workforce. 

A salient feature of the migrant work- 
force has been its feminization since the 
late 1980s. More than 800,000 of the 1.2 
million Sri Lankan overseas contract work- 
ers are women. Of these, the vast majority 
are housemaids, usually working in the 
Middle East. For the unskilled female work- 
er, temporary migration to the Middle East 
can bring earnings several times greater 
than what could be expected at home. 

Remittances from these women and 
other migrant workers have become critical 
to Sri Lanka: the second-highest source of 
foreign exchange for more than a decade— 
standing at $2.17 million in 2006-and the 
second export earner, after the garment in- 
dustry and ahead of tea, both of which also 
are dependent on female labor. 

Remittances made up nearly 8% of GDP 
in 2006—four times larger than foreign in- 





vestment in the country, twice the size of 
Sri Lanka’s international development as- 
sistance, and twice the national debt-ser- 
vice payments (see graph on page 50). 
About three-fifths of all remittances come 
from workers in the Middle East; more- 
over, the amount of earnings remitted is 
increasing at a rate of 10% annually. De- 
spite her central contributions to both the 
sending and receiving countries, however, 
the Sri Lankan female migrant receives 
very little recognition of her place in the 
national— indeed, the global—economy. 
It seems highly likely that the official 
figures vastly underreport the true magni- 
tude of remittance flows, primarily because 
of the use of informal channels for transfer- 
ring money. Nearly half of foreign earnings 
are thought to never enter official channels 
for transferring money. To estimate the 
full impact of remittances in Sri Lanka, 
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these informal flows must be taken into 
account. If they were added to the total 
flow of remittances, private remittances 
would overtake garments to be the coun- 
try’s primary export earner. Moreover, 
there is reason to believe the use of infor- 
mal channels is more prevalent among 
women because they constitute the major- 
ity of lower-income migrants, with less ex- 
perience in managing money. In addition, 
as housemaids they often are confined to 
their employers’ homes and have limited 
access to banks. 

The impact of remittances on Sri Lan- 
ka’s economy is unquestionable: They have 
increased not only in absolute 
terms, but have assumed 
greater relative importance 
in terms of external finance, 
as levels of foreign aid decline 
and foreign direct investment 
grows only slowly. They also 
contribute to national income 
and ease foreign-exchange 
needs at atime when military 
expenditures and govern- 
ment borrowing are increasing substan- 
tially; in 2006 government spending on 
the resurgent conflict with the Liberation 
Tigers of Tamil Eelam (LTTE) soared by 
more than 30%. At the same time, the gov- 
ernment’s persistently high budget deficit 
currently stands at an estimated 9.2% of 
GDP, which is driving up inflation, and the 
trade deficit is widening; in 2005 more 
than 75% of the trade deficit was financed 
by worker remittances. 

Thus, to a great extent remittances are 
helping to keep Sri Lanka’s balance of pay- 
ments in surplus, but they have an impact 
far beyond these macroeconomic mea- 
sures, extending to the household level. 
For example, while a 2006 country report 
by the International Monetary Fund sug- 
gests that remittances are rising and also 
has helped cushion Sri Lanka against re- 
cent oil shocks, another study noted that 
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they played an important role following 
the December 2004 tsunami in meeting 
basic needs and helping recipients restore 
livelihoods. 

Thus, the remittances of Sri Lanka’s 
largely female migrant workers are filling 
a gap by providing economic and social 
safety nets that the government cannot fill 
at a time when it is prioritizing financing 
of the conflict with the LTTE and reining in 
spending on social services. Each female 
migrant supports five people at home, on 
average, which suggests that female mi- 
grants as a whole support about 18% of the 
Sri Lankan population. 

The money women bring 


opened up opportunities for a 
substantial part of the popula- 
tion to improve their standard 
of living. It has been used for 
debt repayment, housing, land 
investment, children’s educa- 
tion and easing of family fi- 
nancial pressures, for example, 
from dowries. However, all 
studies show that earnings are mostly used 
for consumption; very few recipients are 
left with savings to invest in entrepreneur- 
ial activities and asset building. 

Indeed, women’s remittances often are 
not channeled toward the best interests of 
the women and their families, and for that 
reason most migrant women seek to go 
abroad at least two or three times. How- 
ever, banks and state institutions need to 
build recipients’ skills in financial man- 
agement to sustain and further improve 
their quality of life, so that women are not 
driven to overseas employment after their 
initial return. 

The fact that banks and state institu- 
tions have failed to provide a necessary sup- 
port system is likely due to their failing to 
see the migrant worker—especially the 
housemaid—as a potential investor, given 
that she usually does not have the recourse 
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to engage in schemes deemed profitable to 
any financial institution. Thus, it seems 
that if the Sri Lankan banking system is im- 
proved and remittances are better utilized 
by worker families and returnees, these vi- 
tal earnings could play an even more sig- 
nificant role at the household level. 

Women’s labor migration also is having 
an impact on gender relations and family 
structures in Sri Lanka, challenging tradi- 
tional gender roles and power hierarchies 
that may manifest in abusive husbands or 
a local community’s confining expecta- 
tions. Through the emergence of house- 
holds with female breadwinners, the 
economic role of women in the family 
structure has been increased, while nega- 
tive consequences reportedly relate to ne- 
glect of children and left-behind husbands 
whose threatened masculinity may result 
in alcohol abuse (not to say there is a sim- 
ple causal relationship in either case). 

But female migration also generates pos- 
itive social change: A study by Save the Chil- 
dren Sri Lanka found that many fathers in 
families of migrant mothers assumed new 
roles involving domestic and child-care ac- 
tivities. For example, 58% of fathers cooked 
in households where mothers had migrated, 
as opposed to 14% where mothers worked in 
Sri Lanka. However, other studies also show 
that returnees easily step back into their tra- 
ditional household roles. 

Recently, however, some highly contro- 
versial changes have been proposed. In 
March 2007 the government of Sri Lanka 
introduced a measure to ban women with 
children younger than age five from mi- 
grating for employment. This was justified 
as a means of ensuring the welfare of chil- 
dren of migrant women, two-thirds of 
whom are married and 90% of whom have 
at least one child—implying that the ban 
could affect hundreds of thousands of 
women workers. Critics of the law have 
been vociferous, arguing that it discrimi- 
nates against women’s freedom of mobility 


and right to work; that it means losing a 
huge part of female migrant remittances; 
and that it would likely lead to an increase 
in illegal migration that would place wom- 
en at greater risk. 

Although the issues related to female 
labor migration are substantial—sexual 
assault and abuse in the host country, ex- 
ploitation by middlemen and social costs 
for families at home—a ban may not be the 
solution. Anthropologist Michele Ruth 
Gamburd points to the risk of falling into 
“the patriotic protectionist trap” of por- 
traying women as victims who do not 
know their own best interests, instead of 
people who control their own lives. 

The proposed ban also reflects the un- 
ease evoked by women’s labor migration 
and their challenges to perceived gender 
duties and obligations, with migrating 
women often seen as a threat to the tradi- 
tional nuclear family, A ban also does not 
address the primary reasons why Sri Lank- 
an women migrate: poverty and the under- 
development of the country’s domestic 
resource base. 

Alternative measures the state could 
take include improving economic oppor- 
tunities and financial and social-support 
systems for returnees, as well as ensuring 
the existence of other employment oppor- 
tunities at home. It also is crucial to set up 
support schemes for the husbands and 
families of migrant workers, both to 
strengthen the capacity of managing re- 
mittances and to improve child care. An- 
other challenge will be to direct 
remittances toward formal channels, for 
example, by strengthening formal finan- 
cial institutions’ capacity to facilitate re- 
mittance systems and procedures. 

With Sri Lanka’s economy torn by the 
war and ballooning military expenditures, 
it’s time to recognize migrant women’s cru- 
cial contribution at both the household and 
state levels—and their role as key to the de- 
velopment of Sri Lanka. W 
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Mr. Yu’s 


Succession Dilemna 


by Brian To 





This is the first in an occasional column 
that looks at the business challenges facing 
small- and medium-size enterprises in 
Asia as seen through the eyes of the fic- 
tional character of Jin Yu. Future install- 
ments will be posted at www.feer.com. 


IN YU PULLED his head up 
too early and the tee shot 
duck hooked into the bush- 
es, not 60 yards from the 
tee box. With that he aban- 
doned his early-morning round at Hong 
Kong Country Club to consider the chal- 
lenge that had occupied a special place in 
his mind for almost 30 years—the future 
of his family owned company. Back in the 
clubhouse, Mr. Yu huddled over his cus- 
tomary hot green tea to contemplate the 
next step. Neither his son nor his daughter 
was ready to assume the helm. Statistics 
said only three out of 10 family firms were 
successful during the second generation 
and only 16% endure in the third genera- 
tion. He had also recently read that almost 
half of the smaller family owned business- 
es in Hong Kong were handing operations 
over to professional nonfamily members 


rather than face the difficulties that a gen- 
erational handover entailed. What should 
be done? At least he had a good excuse for 
his poor tee shot. 

Like many Chinese families who fled 
China during the Taiping and Boxer rebel- 
lion, civil war, and republican and cultur- 
al revolutions, Mr. Yu’s family had come to 
Hong Kong from China’s Fujian Province. 
These so-called “overseas Chinese” occu- 
pied roles not filled by colonials and devel- 
oped skills in areas such as retail, 
manufacturing and money lending and de- 
veloped networks to sustain such roles. 
When colonial rule finally began to dissi- 
pate, they filled the vacant positions left by 
the colonials, forming strong businesses 
sustained by prevailing networks. 

Armed only with a few coins and piec- 
es of jewelry, Mr. Yu’s father established a 
family owned soup and noodle shop which 
eventually became a successful commer- 
cial real-estate venture. It is well known 
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that since Word War II, Chinese family- 
owned businesses have dominated a large 
part of economic activity in Hong Kong, 
Indonesia, Malaysia, the Philippines, Sin- 
gapore, Taiwan, Thailand and Japan. 
Around 150 ethnic Chinese families with- 
in Asia are said to control the equivalent 
of more than half of the Gnp of China. In 
Hong Kong, seven Chinese families con- 
trol over 50% of the total capitalization of 
the Hang Seng stock market. 

Mr. Yu married a local Hong Kong girl 
he met in a pharmacy selling cosmet- 
ics. His marriage was blessed with 
two children. The eldest of his two 
children, a girl, demonstrated ex- 
ceptional academic ability but his 
son was less academically in- 
clined. Both were sent over- 
seas for their college 
education and gradu- 
ated with degrees 
from leading uni- 
versities—his 
son eventually 
earned an MBA 
from Columbia 
University and his 
daughter with a Masters of Arts from 
Johns Hopkins University’s School of Ad- 
vanced International Studies. 

Mr. Yu had heard from his colleagues 
that rigorous education would be invalu- 
able and that there would be an opportu- 
nity for his children to develop networks 
through alumni associations and gather- 
ings. By combining the Asian values of 
guanxi (relationships), mianzi (face) re- 
spect and renqing (favor) along with con- 
temporary Western management and 
innovation techniques, the result would be 
a new generation of capable children filled 
with modern ideas and eager to take over 
the reins. 

Mr. Yu’s son worked in investment 
banking for four years after graduating 
while his daughter had completed a stint 
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at a prominent NGO. Recently, they had 
both returned to Hong Kong. Tradition 
dictated that Mr. Yu’s son should assume 
leadership of the corporation, now a pub- 
licly listed company. He thought of his col- 
league in Singapore, Lee Kong Chian, who 
had also sent his children to be educated 
in North America—yet Mr. Chian had 
hired professional management from out- 
side of the family to manage the business 
until his sons were ready to take over the 
company. Could the same idea 
work for his company? 

Later that evening, ona 

stroll through Victoria 
Park with his wife, 
Mr. Yu decided what 
he had to do. While 
he remained un- 
sure about wheth- 
er to pass the 
company on to 
daughter or son, 
he determined 
he must hire an 
interim manag- 
er from an inde- 
pendent source 
with no ties to the family’s present 
social network. Then he would surround 
the future leader with a circle of trusted, 
diverse mentors to act as an advisory 
group. The advisors would be chosen from 
his long list of trusted friends. They would 
perform an audit role of the decisions 
made by the son or daughter. In addition, 
they could provide valuable insights into 
diverse industry segments. The net result 
of this two-pronged approach would be to 
provide the leader-in-training with a kind 
of buffer zone in which to sharpen his or 
her skills until it was time to take the 
reigns of the company. 

Mr. Yu identified several objectives 
that needed to be achieved to ensure the 
successful transition of leadership from 
him to his offspring: 
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æ Coaching. One way to help nascent 
leaders blaze a path around the many dan- 
gers to a company is to hire a coach to aid 
the leader. This is not an abdication of re- 
sponsibilities, but an opportunity to con- 
sult with future leaders on management 
and business challenges. While coaching 
can entail extra costs, it also increases the 
chances of asmooth and successful transi- 
tion of company leadership from one gen- 
eration to the next. 

æ Building Trust. Succession requires 
an enormous amount of trust from all in- 
volved. In recent years, many leaders and 
corporations have failed to maintain their 
standing in the business community due 
to a lack of integrity and openness, result- 
ing in a loss of trust from shareholders. 

è Formulating a Transition Plan. 
Bringing in professional advisors at an ear- 
ly stage to develop a formal transition plan 
will help defuse emotions associated with 
the potentially contentious issue of succes- 
sion planning. A solid plan can also help the 
children gain an understanding of the busi- 
ness and their roles within the firm. 

Mr. Yu further realized he needed to 
be more open to Western management 
practices that made sense for the compa- 
ny. Many other friends had listed their 
companies in Hong Kong and some had 
even listed in the United States on Nas- 
daq. Many also now complained of being 
inundated with corporate-governance 
matters, regulatory reporting, securities- 
exchange filings, disclosure matters and 
significant increases in legal accounting 
fees. Additionally, they were haunted by 
nightmarish duties such as investor-rela- 
tions presentations and road shows. 
While many of Mr. Yu’s business dealings 
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remain built on guanxi, the tides of 
change are constant and new industry 
competitors will undoubtedly make it a 
necessity that he adapt to modern busi- 
ness practices. 

In many family companies, new leader- 
ship is required to help develop the orga- 
nization for the next generation. 
Psychological and cultural changes may 
be necessary, but can prove difficult for 
long serving and loyal staff unaccustomed 
to change. Many business owners these 
days recruit a fresh face to act as interim 
corporate leader and serve as mentor, 
coach and advisor to eventual successors 
in the changing global economic environ- 
ment. A new and dynamic interim leader 
appointed for five years can bring a fresh 
approach, new enthusiasm and the strate- 
gies needed to engage in the increasingly 
competitive market. This is often neces- 
sary not only to prepare a smooth transfer 
of wealth from one generation to another 
but also to increase revenues. 

In many Chinese, family-owned busi- 
nesses, Confucian traditions of loyalty and 
structure exist. These values allow for 
ease of decision making, and the ability to 
acquire, develop and grow assets by most- 
ly internal funding. However, these values 
may produce restrictions on managing 
company growth and migrating to other 
business areas that offer potential. While 
it may be difficult, it is frequently neces- 
sary to overcome cultural expectations 
and recruit external leadership. Increas- 
ingly families are coming to understand 
that this does not imply a loss of control of 
the family business, but instead promotes 
an interdependence of ownership and 
management. 1 
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HE BOOMING ECONOMIES 
of Asia continue to raise 
millions of people out of 
poverty and improve the 
standard of living for bil- 
lions more. But there is considerable diver- 
sity within this positive overall picture. 
For instance, several economies have suc- 
cessfully created competitive business en- 
vironments that fuel high growth rates, 
despite having backward political institu- 
tions. Elsewhere, however, corruption and 
lack of reforms have created apparently in- 
surmountable handicaps, leading to rela- 
tive stagnation. What are the key 
differences that account for these diver- 
gent outcomes? 





In October 2006, the REVIEW first of- 
fered its own contribution to the ongoing 
debate over the sources of Asian economic 
growth in the form of a Barometer of Asian 
Development. It presented a variety of fac- 
tors (economic, political and social), which 
we suggested might provide clues as to the 
dynamism (or sluggishness) of the 12 coun- 
tries selected for inclusion. This year we 
fine-tuned our approach in the hope 
the Barometer will be of even more use to 
investors in and observers of the region. 


œ~ Mr. Fantini is a writer and development con- 
sultant based in Vermont. Mr. Restall is editor 
of the REVIEW. 








An Index of Indexes 


THOUGH NOT EXHAUSTIVE, our original 
approach relied on a wide variety of data 
from a broad range of sources. But there 
were still certain areas for which we had 
to rely on less than optimum information. 
With this year’s inclusion of Taiwan as the 
13th country, we encountered the addi- 
tional problem of finding disaggregated 
data for a country that is often conflated 
within existing information for China. 
This further impelled us to try a different 
approach for this year’s Barometer-—one 
that would rely less on raw data and build 
instead on the expertise and insights of es- 
tablished organizations. 

Many organizations, both private and 
governmental, are already in the business 
of preparing and publishing annual index- 
es of one sort or another. These often in- 
clude a variety of factors relevant to our 
purposes and are often based on both 
qualitative and quantitative information, 
as well as standard statistical and survey 
data. Some of these indexes—such as 
Transparency International’s Corruption 
Perception Index (cp1)—focus on one par- 
ticular component of country performance 
while others— such as A. T. Kearney’s Glo- 
balization Index—look at a variety of seem- 
ingly unrelated factors, from governance 
to technological connectivity. 

Nevertheless, we continue to be skepti- 
cal of the idea that any country’s competi- 
tiveness or investment-worthiness can be 
reduced to a single number. But it is our 
hope that by drawing together different 
indexes and rankings of a country’s per- 
formance in economic, political and social 
affairs, readers will be provided with a 
broader, fuller picture of a given country. 

The 2008 Barometer of Asian Develop- 
ment brings together 13 different indexes 
designed and put together by a variety of 
organizations around the world. These 
third-party indexes were selected on the 


basis of the kind of information included, 
the durability or longevity of the index and 
the prestige and reputability of the spon- 
soring organizations. 

Though the data sources used in the 
construction of each particular index var- 
ied—from statistical data to polls and sur- 
veys—nearly all of them produced a single, 
simple, overall ranking for each country. 
For the purposes of the REVIEW Barome- 
ter, we took these rankings and turned 
them into a numerical score on a scale of 1 
to 100. 

In addition, there are several other 
methodological aspects behind this year’s 
Barometer which need to be explained. 
Many of these third-party indexes includ- 
ed various subcomponents, some of which, 
in turn, were made up of more specific 
subindicators. In some cases, we were 
guided by the final ranking assigned to a 
country by a particular index. In other 
cases, however, especially where a final 
ranking was composed of several subindi- 
cators, or where the subindicators were 
widely diverse within one subcomponent, 
we relied less on the overall index ranking 
and more on the scoring given to a par- 
ticular subindicator. These were then 
grouped together with related subindica- 
tors from other indexes. Thus, for exam- 
ple, in this year’s Barometer, all 
subindicators from different indexes hav- 
ing to do with tax burden were grouped 
together. 

In contrast to last year’s Barometer, 
different components and subindicators 
are now organized into five Barometer cat- 
egories. Each of these categories has a dif- 
ferent weight based on the importance 
assigned to that particular category. Thus, 
for the purpose of the calculation of the 
final country score, the Barometer speaks 
of a country’s human factors (15%), politi- 
cal environment (17.5%), market incentives 
(25%), macroeconomic factors (22.5%) and 
global integration (20%). 








A country is assigned a score in each of 
these five categories by adding together 
the scores received in different subindica- 
tors within a category. Each of these 
scores, in turn, were also given a specific 
weighting in order to reflect the relative 
importance given to one subindicator over 
another (or simply to accommodate the 
fact that some indexes relied on subjective 
polls rather than statistical data). 

Thus, a country with perfect scoring in 
each of the subindicators within one of the 
five categories would have received the to- 
tal number of possible points for that cat- 
egory—and, consequently, a total country 
score of 100 in the Barometer’s bottom 
line. 

No country comes close to the chimera 
of perfection. But this year’s Barometer in- 
dicates that New Zealand, Australia and 
Hong Kong clearly offer the most hospi- 
table environment for economic activity, 
providing the institutional factors and 
macroeconomic conditions necessary to 
encourage the entrepreneurial spirit and 
growth of free enterprise. 

These results are significantly differ- 
ent from last year. That’s because the first 
Barometer was a measure of the most-im- 
proved countries, whereas we have now 
standardized our approach on assessing 
the absolute levels of the prerequisites for 
development. 

We hope to continue building and re- 
fining the REVIEW Barometer—so that it 
may help others find their way through the 
region’s instability and uncertainty but, 
also, suggest a way forward to those coun- 
tries that continue to stifle their people’s 
creative energies. 

A fullintroduction to the methodology 
and data of the Barometer is available at 
www.feer.com. Below is a brief introduc- 
tion to this year’s factors and the indexes 
from which they are culled: 

Human Capital (10) This factor re- 
flects the quality of human capital, which 


is often as important as other inputs like 
financial and physical capital. The United 
Nations Development Program’s Human 
Development Index (HD1) provides some 
indication of the quality of a country’s hu- 
man capital and potential future labor 
force. It ranks countries according to peo- 
ple’s life expectancy, literacy rates, school 
enrollment rates and education levels. 

Gender Equality (25) Women’s access 
to factors of production like land and cap- 
ital is a powerful indicator of whether a 
country will fulfill its economic potential. 
The International Property Rights Alli- 
ance brings together relevant data in the 
form of an International Property Rights 
Index, which, under its gender equity sub- 
component, provides measurements for 
access to land and other property, access 
to bank loans, ease of inheritance and 
overall social rights. 

Civil Liberties (30) The civil liberties 
subcomponent of the Freedom in the 
World report published by Freedom House 
is the basis for this factor on the Barome- 
ter. It includes data on freedom of expres- 
sion and belief, associational rights, rule of 
law and personal autonomy. 

Press Freedom (35) This factor is based 
on the overall country ranking provided by 
the World Press Freedom Index compiled 
by Reporters Without Borders. Their index 
measures government censorship of the 
press, lack of guarantees, and harassment 
and violence against reporters. 

Institutionality (30) This factor is 
based on the political rights component of 
the Freedom in the World report put out by 
Freedom House. Their data assesses politi- 
cal pluralism and participation as well as 
electoral processes. 

Governance (30) This factor is based 
on the political environment component of 
the 1pRI, which, in turn, is derived from 
measures of judicial independence, confi- 
dence in the courts, corruption and politi- 
cal stability. 





Corruption (40) This factor is based on 
the overall ranking given to countries by 
Transparency International’s Corruption 
Perception Index. That index is compiled 
from surveys that poll perceptions of pub- 
lic-sector corruption among specialists, 
industry professionals and other experts. 

Property Rights (a) (15) The protec- 
tion of property rights is paramount. This 
factor is based on data from two specific 
subindicators—property-rights protection 
and registering a property—that form part 
of the physical property-rights component 
of the IPRI. 

Property Rights (b) (15) Similarly, this 
factor is based on three subindicators—in- 
tellectual property-rights protection, 
strength of patent rights and copyright pi- 
racy—that form part of the intellectual 
property-rights component of the IPRI. 

Competitiveness (a) (15) This factor is 
based on the country rankings given by 
the Global Competitiveness Index put out 
by the World Economic Forum. That index 
is calculated on the basis of statistical data 
as well as expert surveys among global in- 
stitutions. 

Competitiveness (b) (20) This factor is 
based directly on the World Competitive- 
ness Scoreboard put out by the World Com- 
petitiveness Center at the global business 
school imp. The scores are based on data 
regarding a country’s economic perfor- 
mance, government efficiency, overall busi- 
ness efficiency and infrastructure. 

Business Climate (35) The World 
Bank’s Doing Business Database ranks 
countries based on a collection of busi- 
ness-related indicators. This factor is 
drawn from several of the subcomponents 
in their database, including starting a busi- 
ness, dealing with licenses, employing 
workers, registering a property, closing a 
business, protecting investors and enforc- 
ing contracts. 

Freedom (35) This factor relies simply 
on the overall country rank given by the 





Index of Economic Freedom issued by the 
Heritage Foundation in partnership with 
The Wall Street Journal. That index tracks 
state intervention across 10 criteria. 

Taxes (a) (20) This factor is derived 
from the Tax Misery Index compiled annu- 
ally by Forbes magazine, which includes 
data about taxes on corporate income, per- 
sonal income, employer and employee so- 
cial security, wealth taxes and value-added 
taxes/sales taxes. 

Taxes (b) (15) This related factor is 
based on the paying taxes subcomponent 
of the Doing Business database compiled 
by the World Bank. 

Access to Credit (a) 10) In recent years, 
thanks to the work of Hernando de Soto, 
access to credit and capital has been recog- 
nized as one of the most important contrib- 
utors to the growth of an entrepreneurial 
class. This factor is based on the getting 
credit subcomponent of the Doing Business 
database compiled by the World Bank. 

Access to Credit (b) (10) Similarly, this 
factor includes relevant data regarding the 
access to bank loans subindicator within 
the gender-equity subcomponent of the 
IPRI. 

Sources of Capital (10) This factor con- 
siders a country’s financial infrastructure, 
as well as information about its macroeco- 
nomic environment, banking institutions, 
securities markets and alternative sources 
of capital. It is derived from the Milken In- 
stitute’s Capital Access Index. 

Access (20) The ease with which peo- 
ple can travel, communicate and transport 
goods between countries is an important 
indicator of a country’s integration into 
the global economy. For this factor, we rely 
on the Access Index produced by Federal 
Express, which is based on several sub- 
components: access to people, access to 
business and access to nations. 

Trade (10) This factor is based on the 
trading across borders subcomponent of 
the World Bank’s Doing Business Database. 





It looks at the ease with which good and 
services flow across borders. 

Integration (10) The Economic Inte- 
gration subcomponent of A.T. Kearney’s 
broad Globalization Index provides us 
with the basis for this factor. Their sub- 
component, in turn, is composed of subin- 
dicators measuring trade, FDI and 
telephone access. 

Technology (25) This score is based on 
the Technological Connectivity subcom- 
ponent of A.T. Kearney’s Globalization In- 
dex, which is made up of a variety of 
subindicators including the number of In- 
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ternet users, secure servers and interna- 
tional organizations. 

Communications (20) The personal 
contact subcomponent of A.T. Kearney’s 
Globalization Index forms the basis for 
this factor. This includes subindicators re- 
garding telephone access, travel, remit- 
tances and transfers. 

Politics (15) The political engagement 
subcomponent of A.T. Kearney’s Global- 
ization Index is our final factor. Their po- 
litical engagement subcomponent is based 
on the country’s involvement in interna- 
tional organizations. zi 














* SUB-TOTALS REFLECT THE WEIGHTED SUM TOTAL OF FACTOR POINTS IN EACH OF FIVE CATEGORIES. 
FIGURES IN BRACKETS REFLECT FACTORS WITH NO DATA; AN AVERAGE OF THE OTHER COUNTRIES’ SCORES WAS USED. 
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DECEPTION: PAKISTAN, THE 
UNITED STATES, AND THE SECRET 
TRADE IN NUCLEAR WEAPONS 
by Adrian Levy and 
Catherine Scott-Clark 
Walker and Company, 608 pages, $28.95 


NEE nga a ES E 


Reviewed by SAMANTH SUBRAMANIAN 


T 


HE FULL TITLE of Adrian Levy 
and Catherine Scott-Clark’s book 
sounds, at first, too alarmist, as 
if it had been written for the next Jason 
Bourne movie. But this is a story that needs 
very little embellishment. With classically 
straightforward journalism, Deception cov- 
ers the creation and proliferation of a rogue 
nuclear program, the campaign to mask it 
from international vision and the side ef- 
fect formation of potent Islamic terror 
networks. An alternate edition of the book 
includes the word “conspiracy” in its sub- 
title; considering the levels of collusion that 
Mr. Levy and Ms. Scott-Clark pick apart, 
that word is well chosen. 

The dominant motif in Deception is es- 
sentially one of control—intelligence and 
military control of the executive branch in 
Pakistan, and in the United States, execu- 
tive control of intelligence and the military. 
Both are highly relevant threads, because, 
more than 30 years after the start of the 
events documented in Deception, those pro- 
cesses of control and their effects still oper- 
ate vigorously in Pakistan and the U.S. 

Pakistan’s nuclear aspirations began, 
ironically enough, at the executive level. In 
the early 1970s, then Prime Minister Zul- 
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exe Mr. Subramanian is a free-lance journalist 
based in New York. 
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fikar Ali Bhutto, smarting from a military 
loss to India, initiated a project of nucle- 
arization that was saved from ambitious 
overreach only by the arrival of Abdul Qa- 
deer Khan. Having worked in European 
uranium enrichment labs, Mr. Khan was 
able to smuggle technical designs, estab- 
lish a sourcing network for components 
and build cascades of enrichment centri- 
fuges at Kahuta, a village 40 miles from 
Islamabad. The rapid development and 
efficiency of the Pakistani nuclear project 
owed much to Mr. Khan’s megalomania 
and his desire to be seen as the father of 
this nationalist achievement. 

Gradually, the nuclear project began to 
slip away from executive control. Bhutto, 
overthrown in a coup and then hanged, was 
replaced by Gen. Muhammad Zia-ul-Haq, 
who brought Kahuta under the informal 
control of the army and Pakistan’s Inter- 
Services Intelligence. Khan began reselling 
Kahuta’s designs, components and en- 
riched uranium to countries such as North 
Korea, Iran and Libya, and military gener- 
als and 1st chiefs facilitated the prolifera- 
tion. When Benazir Bhutto, elected prime 
minister in 1988, demanded to know about 
and control Kahuta’s operations, she was 
roughly brushed aside. In an interview in 
2006, Bhutto remembered a conversation 
with then President Ghulam Ishaq Khan. “I 
said, ‘I need to know about the aid money 
that will come in this year. How is it being 
spent?’ He said, ‘I am not telling you. It’s a 
nuclear issue. You need to know nothing.” 

By the early 1980s, Pakistan had also 
become the U.S.’s most important strategic 
ally in the struggle against the Soviets in 
Afghanistan. Successive U.S. administra- 
tions, and most notably Ronald Reagan’s, 


went to astonishing lengths to keep it that 
way, using measures that, in the cold light 
of Iraq, sound uncomfortably familiar. In 
the face of an overarching agenda, dissent- 
ing intelligence was suppressed or bowd- 
lerized, promising careers were lopped off 
at their roots and Congress was kept on a 
diet of lies. Mr. Reagan not only hid Paki- 
stan’s nuclear capabilities, he also encour- 
aged them. During his presidency, the U.S. 
dispensed billions of dollars in military and 
economic aid, aid that was intended for 
Pakistan-backed mujahi- 

deen in Afghanistan but 

that routinely and openly 

found its way into Kahu- 

ta’s scheme of activities. 

Deception tracks these 
events minutely, almost 
as if Mr. Levy and Ms. 
Scott-Clark were pres- 
ent, at every turn, at the 
elbows of Mr. Khan, Gen. 
Zia or Bhutto; describing, 
in one instance, an inter- 
rogation of Mr. Khan, the 
book does not forget to 
mention that it occurred 
in “his red-carpeted living 
room.” The authors build the conviction 
of their case through the steady accretive 
power of these details. Deception may re- 
veal few new arguments, but it marshals 
its facts into the most thorough dossier yet 
on the Pakistani nuclear program. 

For both countries, the most severe in- 
dictment of their policies lies in the mon- 
sters they have unwittingly nourished. In 
the late 1980s, as the Soviet misadventure 
in Afghanistan ended and Pakistan was 
still not reprimanded for its nuclear activ- 
ities, “the CIA forecast that Afghanistan, 
abandoned by Washington, was likely, with 
Pakistan’s interference, to turn against the 
West and become a staging post ‘for ter- 
rorism in the region and beyond.” As per 
schedule, Islamic militant outfits, armed 





to the teeth and protected by the religious 
elements within Pakistan’s Is1, have lashed 
out against their American progenitor. 

Mr. Khan’s state-abetted proliferation, 
under the willfully blind eye of the U.S., 
seeded unsupervised nuclear programs 
in Asia and Africa. In Pakistan, the em- 
powerment of the Islamic and military 
factions has come at the expense of even 
a pretense at democracy. Bhutto’s terms 
in power are exonerated perhaps a little 
too easily; Deception methodically counts 
the odds stacked against 
her and concludes that 
she was often nearly help- 
less, manipulated and co- 
erced beyond her powers. 
Prophetically, though, she 
told the authors: “These 
military guys have the ca- 
pacity to kill.... I cannot be- 
lieve that the international 
community still thinks I 
am crazy when I say it.” 

Worse still, none of the 
lessons of history, even the 
history as recent as that of 
Deception, seem to be shap- 
ing current policy in any 
way. The U.S. has fallen back on its disas- 
trous tactic of the 1980s by supporting an 
Iranian opposition group that figures on 
its own list of terrorist organizations, the 
Mujahideen-e-Khalg. The American exec- 
utive overrode intelligence in the case of 
Iraq, and as a recent National Intelligence 
Estimate shows, wishes to do so again in 
the case of Iran. In Pervez Musharraf, the 
U.S. supported a military dictatorship to 
achieve its objectives in Afghanistan—ex- 
actly as it did with Gen. Zia. It is difficult 
to imagine results to these policies that 
can be qualitatively different from those 
described in Deception, and as the assassi- 
nation of Bhutto shows, the legacies of this 
line of strategic thought have by no means 
exhausted themselves yet. 
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OPERATION CHINA: 
FROM STRATEGY TO EXECUTION 
by Jimmy Hexter and Jonathan Woetzel 
Harvard Business School Press, 
288 pages, $29.95 





Reviewed by JACK PERKOWSK! 


HINA IS BOOMING, and the coun- 
try is finally delivering on its po- 

tential to provide those one billion 
new consumers to the global marketplace. 
Already the fourth largest economy in the 
world, China will certainly unseat Ger- 
many as the third largest sometime in 
2008—if, that is, it has not already done so 
once the final numbers for 2007 are tal- 
lied. Powered by the country’s double dig- 
it domestic growth rates, eight of the 25 
most valuable companies in the world as 
measured by stock-market value are now 
Chinese companies. 

But how are the champions of the post- 
World War II period, the highly successful 
multinational corporations, the household 
names in the United States, Europe and Ja- 
pan, faring in the Middle Kingdom? What 
are they learning? Are they winning or 
losing? Does it matter? McKinsey & Com- 
pany directors Jimmy Hexter and Jona- 
than Woetzel address these questions and 
more. 

Operation China contains insights that 
are invaluable to any company doing busi- 
ness in China. However, as Messrs. Hexter 
and Woetzel state at the outset, the book 
is directed primarily at MNC executives in 
the home office and the region. Based upon 
their own extensive experience in country, 
as well as painstaking research, including 
in-depth interviews with the executives 





œo Mr. Perkowski is founder and CEO of ASIMCO, 
a Chinese automotive parts conglomerate, and 
the author of Managing the Dragon due out in 
March from Crown Business. His blog is www. 
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responsible for China operations at over 
40 MNCs, 6,000 interviews conducted by 
McKinsey’s staff with individuals in 30 
cities throughout China and careful anal- 
ysis of McKinsey surveys and studies, the 
authors deliver three key observations: 

æ China is changing and is now “turn- 
ing the corner from an emerging market, 
where local context drives most of the 
strategic and operating decisions manag- 
ers make, to a maturing one, where top- 
quality execution is a cornerstone for 
success.” 

æ Despite the tens of thousands of 
foreign and multinational companies al- 
ready in China, MNCs are there in varying 
degrees. Some are committed and posi- 
tioning themselves to be market leaders; 
others are only beginning to make China a 
significant part of their global operations; 
and still others only have a “toe in the wa- 
ter” and are waiting to see how things go. 

æ It’s time for MNCs to get off the fence 
and get serious about integrating China 
into their global operations. The risks of 
not doing so are enormous. “We believe 
global companies that cannot succeed in 
China will cease to be global companies at 
all,” Messrs. Hexter and Woetzel warn. 

To make their point regarding execu- 
tion, the authors review the experiences 
and best practices of numerous successful 
companies in China in the areas of market- 
ing, product development, manufacturing, 
sourcing, distribution and talent manage- 
ment. A wealth of information is provided, 
and it is impossible to mention all of the 
important takeaways here. 

My favorite, though, is the story of how 
Jorgen Clausen, CEO of Danfoss, a Denmark 
based manufacturer of valves, compressors 
and motion control devices, discovered the 
true size of the China market for his com- 
pany’s products. While traveling with his 
wife in 2004 along the Old Silk Road in Xin- 
jiang province, Mr. Clausen was amazed by 
the economic prosperity he saw in this far 
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northwestern corner of China. Along with 
the expensive dresses and $100 ties that 
he saw on sale, a refrigerator with invert- 
ers that control the speed of the motor and 
thus save energy particularly caught his 
eye. According to Mr. Clausen, that was a 
luxury category that couldn’t be found even 
in a large Danish town. 

Mr. Clausen’s conclusion: Despite un- 
usually fast, 35% annual sales growth 
rates, Danfoss was only 
skimming China’s vast 
market. None of the com- 
pany’s inverters were 
used in that refrigerator 
he saw in Xinjiang. Dan- 
foss products addressed 
the high end of the mar- 
ket and certain of its mid- 
dle segments, but did not 
cover low-end applica- 
tions in China, a segment 
the company didn’t even 
know existed. These ob- 
servations led to a re- 
vamping of the Danfoss 
product line to include 
product designs that could meet the low- 
er price points of this segment. 

CEOs are often in the best position to see 
opportunities where others in the compa- 
ny do not. But, the question remains: Why 
did it take the CEO to discover this funda- 
mental fact about the China market when 
the company has a team in China? This 
is the type of failure in execution which 
Messrs. Hexter and Woetzel believe will 
prove fatal in an increasingly competitive 
China market. 

The chapter on sourcing provides fur- 
ther examples of how mncs set their sights 
much too low in China, according to the au- 
thors. The sourcing of auto parts, a sector 
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of particular interest to me, is cited as one 
example. Despite China’s position as the 
third largest automobile producer in the 
world, the authors note that China-made 
auto parts account for just 2% of the U.S. 
parts sector. Although global auto makers 
are already reducing costs through China 
sourcing, they are leaving money on the ta- 
ble by not sourcing more. 

Does success in China really matter? 
The authors use the chill- 
ing story of Galanz, a Chi- 
nese company that is now 
the world’s largest maker 
of microwave ovens, as 
an example of what can 
happen and of just how 
critical success in China 
is for today’s market lead- 
ers. Attracted by the large 
potential for microwave 
ovens in China, Galanz 
entered the market in 
1991. It soon matched the 
foreign brands on perfor- 
mance, but then began 
hammering them on price. 
By 1998, Galanz held over 61.4% of the Chi- 
na market. The inevitable next stop was 
the vast overseas market. By 2002, Galanz 
had slashed prices by 80%, and the com- 
pany held a 40% share of the global mar- 
ket. In 10 years, Galanz had gone from a 
new entry in the China market to the glob- 
al leader, defeating its foreign competitors 
in China as well as in their home markets 
in the process. 

Examples and lessons like these abound 
in Operation China, which is the reason it 
is amust read for any executive doing busi- 
ness in China. My only real point of differ- 
ence with the authors is that I am not as 
optimistic as they on the role that merg- 


Reviews 


ers and acquisitions might play in help- 
ing MNCs acquire serious market shares 
in China. The China government’s recent 
reluctance to approve the sale of a major- 
ity ownership interest in any significant 
Chinese company to a foreign party, com- 
bined with the high valuations available in 
the A-share market, have made strategic 
acquisitions almost impossible to achieve 
in China. 

Nonetheless, with its large and fast 
growing markets, China remains the sin- 
gle best country in the world to establish 
and build future global leaders. The prob- 
lem is that everyone in the world and in 
China now know this, making the China 
market also the world’s most competitive. 
In this environment, good execution will 
make the difference, and that is why Op- 
eration China is a book for the times. 


TAIWAN’S STATESMAN: LEE TENG-HUI 
AND DEMOCRACY IN ASIA 
by Richard C. Kagan 
Naval Institute Press, 240 pages, $30 
Saal atia “died 


Reviewed by LUCIEN CROWDER 


OR REVIEWERS OF biography, ha- 
giography makes a handy slur—an 
arrow that slips so fluidly from the 
quiver of criticism that one must hesitate 
to use it. But if it’s the right arrow for the 
job, it must be drawn. 

Richard C. Kagan, author of Tatwan’s 
Statesman: Lee Teng-hui and Democracy in 
Asia, presents his life of the former Tai- 
wanese president as “Plutarchian biog- 
raphy,” a study of character. His primary 
method for considering Mr. Lee’s charac- 
ter is to examine the man’s engagement 
over the years with a bundle of philoso- 
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phies—Zen Buddhism, Christianity, the 
romanticism of Goethe and the transcen- 
dentalism of Thomas Carlyle, to name a 
few. Added to this mix are influences such 
as the colonial education that the young 
Mr. Lee received under Japanese rule and 
the example of American democracy as 
Mr. Lee observed it at Cornell University 
in the 1960s. 

All this makes a rather unpalatable 
stew, as if the contents of a dormitory re- 
frigerator had gotten dumped in a single 
pot. Indeed, Mr. Lee the thinker some- 
times emerges in Mr. Kagan’s portrayal 
as frankly dopey. But for Mr. Kagan, Mr. 
Lee’s cavalier comfort with incoherence— 
language as ephemeral, identity as myth— 
is a visionary, liberating virtue. It accounts 
almost solely for the man’s paradoxical ca- 
reer, his constantly surprising life course. 

In Mr. Kagan’s defense, mangled phi- 
losophy may explain this inexplicable man 
as well as anything can. Mr. Lee has at var- 
ious times been a loyal colonial subject, a 
dabbler in communism, a serious scholar, 
an agricultural technocrat, a collaborator 
with authoritarianism, a close-calculating 
head of state, the democratizer of a nation 
and now a pie-in-the-sky dreamer who 
traffics in rubbish such as promoting Tal- 
wan as an “exemplary maritime nation.” 
A record so contradictory would tax the 
explanatory talents of even the ablest bi- 
ographer. 

For Mr. Kagan, it is a tax too high, and 
he seeks shelter in this sort of nonsense: 
“Lee’s spiritual journeys into Zen and 
evangelical Christian texts pushed him 
outside the boundaries of historical ex- 
planations.... He adheres strongly to an 
ahistorical view of history.” It is nearly 
gratuitous to observe that this statement 
describes the biographer as much as it 
does his subject. 

But here is the point that Mr. Kagan 
misses most wildly: That an amorphous, 
contradictory philosophy is precisely 
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compatible with high-level political cal- 
culation, insofar as such a philosophy 
never interferes with ambition. Nothing 
suggests that Mr. Lee is insincere about 
the philosophy he asserts. But at the same 
time, a neater explanation for Mr. Lee’s 
life of contradictions is that he, like all 
master politicians, keeps his eye out for 
the main chance—and when he sees such 
a chance, he acts as strongly as circum- 
stances allow. 

Everything Mr. Lee has done since he 
entered the public arena is in line with 
that truth. In comparison, all the Zen and 
Carlyle on the planet amount to so much 
humbug. 

When Mr. Kagan sticks to historical 
narrative his hand becomes surer. As he 
narrates Mr. Lee’s maneuvers during the 
early years of his presidency, when the 
success of reform and democratization 
remained very much in doubt, Mr. Kagan 
comes across as a Clear-minded historian 
in command of the facts. This Mr. Kagan is 
a very different animal from the one who 
elsewhere grabs wildly at the wisps of vi- 
sion that emanate from Mr. Lee. 

Also in Mr. Kagan’s defense, the book 
contains a few passages—a very few—that 
take a critical view of his subject. He men- 
tions that while mayor of Taipei, Mr. Lee 
kept dossiers on city council members, and 
Mr. Kagan seems genuinely uncomfort- 
able with this. Elsewhere he describes Mr. 
Lee’s belief in himself as “almost narcissis- 
tic.” And Mr. Kagan allows the possibility 
that Mr. Lee could bear some responsibil- 
ity for the military-procurement scandals 
that occurred on his watch. Yet if Mr. Lee 
has other faults, they are not evident in 
Mr. Kagan’s book. 

Mr. Lee’s inconsistencies and opaque- 
ness, his dubious accommodation with 
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the authoritarian Kuomintang, his sudden 
willingness as ex-president to embrace 
points of view he never dared express 
while in power—all these for Mr. Kagan 
are yet more evidence of the great man’s 
sterling character. By the time we reach 
the book’s final chapter, whose embar- 
rassingly tendentious title is “Why Is Lee 
a Statesman?”, we find Mr. Kagan suggest- 
ing the United States award him the Medal 
of Freedom. This scarcely seems the au- 
thor’s duty. 

The book’s writing style, like its content, 
oscillates wildly depending on whether 
the author is standing on the firm histori- 
cal record or on the shifting ground of Mr. 
Lee’s insights. The following is typical of 
Mr. Kagan’s voice when he can find no 
footing on fact: “Lee firmly believes that 
one must look into one’s own nature in or- 
der to find direction and self-confidence.” 
My goodness—Mr. Lee doesn’t just believe 
this self-evident drivel, but firmly believes 
it! Moreover, what could Mr. Kagan pos- 
sibly mean when he writes that “The iden- 
tity of an island is based on the ethics of 
soul-making”? 

The book’s biggest failure is that it 
never illuminates the central mysteries of 
the man. Was Mr. Lee all along a wolf in 
sheep’s clothing, watching for a moment 
to democratize his country? Did he mere- 
ly conceive of himself as doing good by 
stealth until the accident of Chiang Ching- 
kuo’s patronage elevated him to a position 
he could hardly have imagined for himself 
when he first decided to join the KMT? Any 
politician worth a hoot has learned the art 
of making others see in him whatever they 
wish to see. Certainly Mr. Lee performed 
this trick on Chiang, and on many others 
besides. One fears that Mr. Kagan has also 
fallen into the trap. 
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JOURNEY INTO ISLAM: 
THE CRISIS OF GLOBALIZATION 
by Akbar Ahmed 
Brookings Institution Press, 
323 pages, $28.95 
NS tnt A 
Reviewed by SADANAND DHUME 


T A TIME when a British teacher 
in Sudan barely escaped a prison 
term for allowing seven-year-olds 
to name a teddy bear Muhammad: a Saudi 
Arabian rape victim needed a royal par- 
don to evade the prospect of 200 lashes 
for the crime of being alone with an un- 
related man; and Islamists from Gaza to 
Waziristan step up their war against video 
stores and barber shops, a book that seeks 
to explain what exactly is roiling the Mus- 
lim world is more than welcome. On the 
face of it, few people are better qualified 
to write it than Akbar Ahmed, a Pakistani 
professor of Islamic studies at American 
University in Washington, D.C., and, since 
9/11, a familiar face on television. 

In Journey Into Islam, Mr. Ahmed, ac- 
companied by a clutch of students, trav- 
els across much of the Muslim world. In 
Damascus he dines with mystic sheikhs. 
In Lahore he rubs shoulders with politi- 
cians beneath portraits of Mughal emper- 
ors. In Kuala Lumpur he chats with female 
professionals. In Jakarta he consorts with 
besieged moderates and militant students. 
Everywhere he and his students hand out 
questionnaires to gauge the attitudes and 
aspirations of the proverbial street. But, 
unusually for a book of this kind, it is in 
India that the narrative dwells the lon- 
gest, and India that provides the analyti- 
cal prism through which Mr. Ahmed views 
present-day Islam. 


oe Mr. Dhume is a Washington, D.C. based writer 
and journalist, and a fellow at the Asia Society, 
My Friend the Fanatic, his book about the rise 
of radical Islam in Indonesia, will be published 
in May in Australia. 
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For Mr. Ahmed, three towns in north 
India—Ajmer in Rajasthan, and Deoband 
and Aligarh in Uttar Pradesh—capture 
the range of Muslim responses to global- 
ization and the West. Ajmer, which hous- 
es a shrine to the 12th century Sufi saint 
Moinuddin Chishti, represents a retreat 
toward a mystical union with the divine. 
Deoband, birthplace of an ultra ortho- 
dox brand of Islam that is the subconti- 
nent’s version of Wahhabism, symbolizes 
an attempt to defend the faith by adher- 
ing strictly to Islam’s core texts. Aligarh, 
home since 1875 to the famous Moham- 
medan Anglo-Indian College (now Aligarh 
Muslim University), stands for the attempt 
to engage Western ideas while preserving 
Islamic belief and practice. 

Each of these models can claim its 
share of famous adherents. For the Sufis, 
there’s the Persian poet Rumi and the fe- 
male Arab saint Rabia. The modernizers 
dominate the first half of the 20th century, 
among them the founder of Pakistan, Mo- 
hammed Ali Jinnah and former Iranian 
Shah Reza Pahlavi. In the literalist Deo- 
band tradition, Mr. Ahmed includes not 
just the Wahhabis but also such founders 
of modern Islamism—the drive to impose 
Shariah law on peoples and governments— 
as Abul Ala Maududi of the subcontinent’s 
Jamaat-e-Islami and the Muslim Brother- 
hood ideologue Sayyid Qutb. 

Not surprisingly, Mr. Ahmed finds the 
Sufis on the defensive, the modernizers 
in disarray and the Islamists, though he 
prefers not to use the term, on the ascen- 
dant. A popular Deoband writer in India 
announces that the Taliban and Osama 
bin Laden are the true champions of Islam. 
In Indonesia, one in four people surveyed 
calls bin Laden a role model. In Malaysia 
the majority profess admiration for such 
Islamist icons as Qutb and Maududi. 

This book makes several important 
points. It stresses that the Islamic world is 
not monolithic, and that most Muslims are 
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not on some kind of crazed jihad against the 
West. It explains that many Muslim wom- 
en—including many of an Islamist bent— 
hold responsible jobs and are animated 
by ideas. It elegantly collapses the crux of 
Muslim anger into the so-called Taj Syn- 
drome—the Islamic world’s glittering past 
juxtaposed against its wretched present. 
It identifies the inherent tension between 
the American emphasis on individualism 
and traditional Muslim attitudes that place 
greater emphasis on family and commu- 
nity. Mr. Ahmed also de- 
serves to be commended 
for wearing his erudition 
lightly; you don’t need to 
be an expert on Islam or 
Islamism to grasp his ar- 
guments. 

And yet, on the whole 
this is a disappointing 
book. Nobody expects Mr. 
Ahmed to be unsympa- 
thetic to his faith, but his 
habit of simply dismissing 
any Muslim actions he dis- 
agrees with as “un-Islam- 
ic” is puzzling. 

Thus attacks on (Chris- 
tian and Buddhist) ethnic Chinese in Indo- 
nesia are “quite alien to the Islamic values 
of justice and compassion.” The death sen- 
tence (by stoning) handed down by a Sha- 
riah court to a Nigerian woman who had 
a child out of wedlock has “more to do 
with tribal honor codes and response to 
globalization than with Islam itself.” The 
doctrine of armed jihad is defined away as 
merely “defense of one’s family and com- 
munity in the face of attack.” 

Unwilling or unable to take a hard look 
at Islam, Mr. Ahmed, predictably enough, 
turns to America and the West. The usual 
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parade of villains soon surfaces: vengeful 
American foreign-policy hawks, insensitive 
Danish cartoonists, chief executive officers 
of multinational corporations, Christian 
creators of violent video games and a me- 
dia “always on the lookout for some contro- 
versial issues surrounding Islam.” 

Globalization, we are informed with 
lofty certainty, lacks amoral core. Muslims 
hope to redeem their “honor and dignity” 
by turning to Mr. bin Laden. Of course, 
Mr. Ahmed quickly reassures us that this 
is not quite as alarming as 
it appears. He has some- 
how deduced that “many 
Muslims who sympathize 
with bin Laden in a broad 
and general sense would 
by no means support his 
more murderous or vio- 
lent activity.” 

When it comes to those 
who approach Islam and 
Islamism differently from 
him, Mr. Ahmed chooses 
to veil his attacks. Thus 
it is “scholars of Islam” 
who consider the distin- 
guished Princeton histori- 
an Bernard Lewis to be “the quintessential 
‘Orientalist.’” And it falls on unnamed crit- 
ics to make the somewhat inflammatory 
allegation that the attacks of 9/11 “would 
almost be welcome” to Paul Wolfowitz, 
Dick Cheney and Donald Rumsfeld be- 
cause they “would give anew momentum 
to their neocon worldview.” In a similar 
vein, Ayaan Hirsi Ali, Irshad Manji and 
Asra Nomani, three of the most outspo- 
ken critics of Islam’s treatment of women, 
are dismissed as appearing “deliberately 
provocative” to ordinary Muslims. 

This failure to grapple with uncomfort- 
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able ideas precludes a deeper analysis of 
what has gone so profoundly wrong. After 
all, Muslims, as any Vietnamese or Korean 
can tell you, can hardly claim a monopoly 
on recent suffering. Nor are they the only 
people whose past appears superior to 
their present. Many Indians and Chinese 
share similar sentiments. And all societies 
are struggling in their own way with the 
rapid change, for good and for ill, wrought 
by the closer integration of peoples and 
markets. 

The trouble, then, is not globalization 
as such, but that an organized and tena- 
cious minority of Muslims (the Islamists), 
believes that the cure for economic and 
political backwardness lies in embracing 
barbarism. To these true believers, the 
palpable failure of their project in Iran, 
Sudan and Taliban-era Afghanistan of- 
fers little discouragement. 

To suggest, as Mr. Ahmed does, that 
Islamists must be engaged, rather than 
unflinchingly opposed, reveals a curious 
blindness to this fact. For proof he need 
not look further than his native Paki- 
stan where, as the assassination of Bena- 
zir Bhutto shows, an unchecked Islamist 
movement now threatens the state itself. 

Mr. Ahmed believes that reform— 
though he prefers the term renais- 
sance—must come from within an Islamic 
framework, and that it must be introduced 
by those considered credible by fellow 
Muslims. This appears plausible enough 
on the face of it. In practice, however, 
those calling for meaningful change—for 
the Islamic world to embrace minority 
rights, women’s rights, freedom of con- 
science and freedom of inquiry—seem to 
immediately lose credibility, and those 
who have credibility appear more inter- 
ested in obfuscation and apologetics than 
in change. Unfortunately, unless Muslims 
can find a way to solve this conundrum, 
the odds of any kind of renaissance will 
remain exceedingly slim. 
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INSIDE THE RED MANSION: ON THE 
TRAIL OF CHINA’S MOST WANTED MAN 
by Oliver August 
Houghton Mifflin, 288 pages, $26 
Reviewed by JONATHAN MIRSKY 


LIVER AUGUST, BORN in Germa- 
ny and educated at Oxford, con- 
fesses that he knew nothing about 
China in 1999 when he was hired, age 27, 
by the Times of London to be the paper’s 
Beijing bureau chief. “I had never been to 
Asia, and probably never thought about it.” 
By the end of his tour in 2005 he knew a 
lot. He had found out that he could roller- 
skate “miles and miles” through Beijing’s 
Great Hall of the People, one of the most 
secure buildings in the country, and aston- 
ish the official press by his audacity. 

Mr. August became a part-time resident 
of Xiamen, one of the most money-crazed 
cities in south China, without having a 
residence permit. “But then,” he writes, 
“neither did half the population.” Then 
he started down the track of a crook im- 
mensely bent even by Chinese standards. 
He discovered a world of universal corrup- 
tion that most of those who work in China 
know little or nothing about. Mr. August’s 
prey was Lai Changxing, who had become 
the most wanted man in China. He even- 
tually tracked Mr. Lai down to his not- 
so-hidden hiding place in Canada where 
Mr. August attended Mr. Lai’s extradition 
hearing and became slightly friendly with 
the megacrook. 

How big was Mr. Lai’s crime? He was 
accused of smuggling into China $6.4 bil- 
lion worth of cars, oil and cigarettes, and 
evading $3.6 million in taxes, as well as 
bribing hundreds of cronies and officials. 
His M.O. was simple: He would visit the 
offices of those who could help him, car- 
rying a briefcase stuffed with cash. After 


ee Mr. Mirsky is a London-based journalist. 
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explaining what he needed “he would de- 
part, leaving behind his briefcase as if he 
had forgotten it.” 

Mr. Lai built himself in Xiamen, writes 
Mr. August, “a replica of the Forbidden 
City, the imperial residence in Beijing, 
copying the red walls, the moat, the vast 
courtyards.” For this 40-year-old, “trust- 
ing, awkward, toothy” and illiterate, every- 
thing was signed xo (after the Hennessy 
cognac he preferred, at $1,000 per bottle). 
Mr. Lai was distinguished by his “xo suit, 
with his xo limousine waiting outside, and 
xo aftershave in the air.” 

When the roof fell in on Mr. Lai’s em- 
pire in 1999, Mr. August writes, hundreds 
were arrested and tortured and 14 were 
executed. Even the famously incorruptible 
Premier Zhu Rongji was rumored to have 
visited Mr. Laiin Xiamen and offered him 
a deal: Pay the taxes, stop smuggling “and 
that will be the end of the matter.” 

Mr. August knew this was a good sto- 
ry. Men like Mr. Lai, he contends, “were 
testing the limits and breaking them while 
the outlaw entrepreneurs were convert- 
ing China to no-holds-barred capital- 
ism.” While Mr. August was pursuing Mr. 
Lai—to tell the truth Mr. Lai remains off 
stage throughout most of this book—he ac- 
quainted himself with the brandy-swill- 
ing, girl-hiring, cheating, embezzling, 
each-against-all, underbelly of southern 
China and he admits, “I liked it.” For $20 
he acquired doctoral degree. 

Like all the cities of China, everything 
in Xiamen was being knocked flat and re- 
built, with skyscrapers and shopping malls 
“erected in just weeks. Over the years, I felt 
I never saw the same city twice.” Xiamen 
was filled with the “uprooted as good as na- 
ked everyday they came by the thousands, 
every one a potential Lai Changxing. To 


know Lai I had to understand them.” 

Eventually, Mr. August followed Mr. 
Laito Vancouver. There was a big problem 
for Canada. Hundreds of officials had gone 
abroad, including two Bank of China man- 
agers who had stolen $500 million and a 
vice mayor who had accepted $30 million 
in bribes. A yet bigger problem was that 
Beijing had informed the Canadians that if 
they wanted better trade relations Mr. Lai 
would have to be handed over. In the ex- 
tradition hearing Mr. Lai was defended by 
Canada’s most famous human-rights law- 
yer. His case was that Mr. Lai would ad- 
mit nothing and that if he were deported 
to China he would be a dead man. 

The Canadian government retained Je- 
rome Cohen, a famous American expert on 
Chinese law, who said he was sure the Chi- 
nese would not shoot Mr. Lai. The defense 
called the more famous Wei Jingsheng, a 
long-time political prisoner in China, who 
said, “through a new set of front teeth” 
that there could be no fair trial for Mr. 
Lai. Mr. Lai himself assured the tribunal 
that he had merely loaned money to any- 
one who asked, and all he ever wanted was 
his money back. 

Mr. August thinks the case was simple: 
Mr. Lai was guilty. “But the crime scene 
was the political environment in which 
Lai had to work, where rule-breaking was 
the rule, where only men like him could 
truly prosper.” When Mr. Lai left Xiamen, 
Mr. August notes, its economic growth 
rate dropped from 20% per year to zero. 
In 2006, just as Mr. Lai was about to be de- 
ported, the Canadian government changed 
its mind and declared he would be in peril 
if he were returned to China. 

This book is an entertaining, well-ob- 
served introduction to Chinese corruption. 
But Mr. August’s publishers have been slip- 
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shod. The text is littered with barbarisms 
that a real editor would have corrected. Ca- 
nadian Mounties, for example, don’t wear 
“red frocks.” Women don’t “lull around.” 
Additionally, Mr. August scatters Chinese 
transliterations throughout his book. Why 
say hua when you have just said “flowers” 
or xtaobian, when it just means “to pee?” 
China is odd enough without making its 
language sound peculiar. 


ASIA IN THE PACIFIC ISLANDS: 
REPLACING THE WEST 
by Ron Crocombe 
Institute of Pacific Studies Publications, 
644 pages, $49 
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Reviewed by BERTIL LINTNER 
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SPECTACULAR TRANSITION IS 
underway in the Pacific Islands, 
New Zealand academic Ron Cro- 
combe writes in this excellent and very 
detailed study of recent economic, geo- 
political and demographic changes in the 
tiny nations of the vast ocean between 
Asia and American continents, While the 
original settlers of this maritime region 
came from Asia, for most of the past two 
centuries almost every island was a colony 
of a Western power. But that old Western 
influence, or some would say dominance, 
is changing as Asians have begun to playa 
bigger role in all aspects of life on the Pa- 
cific Islands. And that process is irrevers- 
ible, Mr. Crocombe argues. 

Hawaii, Guam, the Northern Marian- 
as and American Samoa are still United 
States possessions while the French are 
holding out in New Caledonia, French 
Polynesia, and Wallis and Futuna—and 
tiny Pitcairn, home of descendants of the 
famous 1789 mutiny on the Bounty, is one 
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of the United Kingdom’s few remaining 
colonies. The Cook Islands and Niue are 
self-governing territories in free associa- 
tion with New Zealand, and the Tokelaus 
are a New Zealand overseas territory that 
has rejected “free association status” in a 
recent referendum. But these territories— 
except Hawaii, which is a U.S. state—are 
rapidly becoming anachronistic remnants 
of former empires. 

In a way, Asia could be said to be re- 
claiming the Pacific from the Western 
powers, The first wave of migrants to the 
region came thousands of years ago from 
the arc of islands that line Asia’s Pacific 
coast, from Taiwan to the Philippines and 
eastern Indonesia. They were either Pap- 
uans or Austronesians, related to today’s 
Filipinos, Indonesians, Malays and indig- 
enous Taiwanese. 

In the second wave, which lasted from 
around 1800 to the end of World War 
II, many Asians arrived in the Pacific as 
well—but then in tow of the European co- 
lonial powers. The British brought Indi- 
ans to work in the sugar fields in Fiji, and 
Vietnamese settled as laborers and traders 
in the French colonies. Small—and some 
rather large—communities of Chinese, 
mostly traders, emerged on most islands 
across the Pacific during the colonial era. 

But the third wave is very different. The 
past 40 or so years have seen four new pat- 
terns of Asian immigration, Mr. Crocombe 
states. The first consists of low-skill, low- 
cost workers for factories, hotels, restau- 
rants, logging camps and fisheries. Others 
are Asian professionals, mostly from coun- 
tries where income is low such as the 
Philippines, India and even Burma. Entre- 
preneurs have come mainly from Taiwan 
and Southeast Asia, but increasingly also 
from mainland China. 

The fourth group is perhaps the least 
welcome: organized criminals who are tak- 
ing advantage of weak policing and corrupt 
governments. “The numbers of all four cat- 
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egories are likely to grow,” according to Mr. 
Crocombe. No exact numbers of migrants 
are known as many have entered the region 
“informally,” i.e., without residence papers, 
or with passports bought in the countries 
where they have settled. But anecdotal ev- 
idence suggests that migrants from main- 
land China are the most numerous. They 
have made their presence felt in most Pa- 
cific territories—which Beijing should be 
pleased about as many of them remain 
loyal to the country of their birth. Timber 
and minerals from Papua New Guinea, and 
fish from all over the Pacific are coveted ex- 
ports, and the Chinese, like migrants from 
any other nation elsewhere in the world, 
prefer to deal with local entrepreneurs and 
middlemen from their own country. 

But the Pacific is important to Beijing 
also for several strategic reasons. One is 
that Taiwan, or, as it is officially called, 
the Republic of China, has long endeav- 
ored to win diplomatic recognition from 
the impoverished nations of the Pacific— 
and Beijing has striven hard to deny Taipei 
claims to international legitimacy. 

Taiwan’s efforts in the Pacific have al- 
ways come with generous offers of aid, 
something that many of the resource- 
starved island states desperately need. As 
aresult, the Marshall Islands, the Solomon 
Islands, Tuvalu, Kiribati, Nauru and Palau 
recognize Taiwan, not China. Beijing has 
more recently taken a page from Taipei’s 
check-book diplomacy by providing funds 
for government buildings and sports sta- 
diums in Vanuatu, Samoa, Fiji, Papua New 
Guinea and even the not-quite-so-inde- 
pendent Cook Islands. According to Mr. 
Crocombe: 


China is now the most solicitous at mas- 
saging egos and giving politically targeted 


aid. When governments change, China is 
the first with congratulatory messages. 
Those visiting China are treated to the ut- 
most opulence and luxury ... heads of state 
have a Boeing 737 set aside for their per- 
sonal use.... Comparative figures are not 
available, but informed sources believe 
China invites more politicians, officials 
and other influential Islanders than any 


other country. 


But there are bigger geopolitical stakes 
in the Pacific. China’s inroads into a region 
that has long been regarded as America’s 
sphere of influence could lead to a new Cold 
War, in which the U.S. and China compete 
for strategic advantage. But, as Mr. Cro- 
combe also writes, “China may not pose an 
active military challenge to the USA and its 
current allies for some decades. It learned 
from Japan’s pre-World War II experience 
not to expand militarily before it has the 
power to hold its gains. China is more like- 
ly to build economic, political and military 
capacity while persuading the Islanders to 
shift their primary allegiance.” 

Most studies of Pacific Island affairs 
may be of little interest outside a relative- 
ly narrow circle of anthropologists, his- 
torians and marine biologists—but this 
book is definitely an exception. It deals 
with fundamental changes in a strategi- 
cally important region that have gone al- 
most unnoticed in the rest of the world. 
And no one could have outlined and ana- 
lyzed those changes better than Mr. Cro- 
combe. Now in his late 70s, he has spent 
most of his life on various Pacific islands, 
and has lived for many years in Rarotonga, 
the most populous of the Cook Islands. He 
is considered the doyen of Pacific studies 
and has written numerous books and arti- 
cles on all aspects of life and society in the 
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region. But this megastudy is more than a 
book about island life. No one concerned 
with the geopolitics of the entire Asia-Pa- 
cific can neglect this work. 


SUKARNO AND THE INDONESIAN COUP: 
THE UNTOLD STORY 
by Helen-Louise Hunter 
Praeger Security International, 
216 pages, $75 





Reviewed by SIMON MONTLAKE 
OR THE FIRST five decades after it 
F gained independence in 1945, In- 
donesia knew only two presidents. 
The constraints of Javanese nomenclature 
blessed them with single names that vary 
by just two letters—Sukarno, Suharto—to 
the bewilderment of casual students of 
Indonesia. But the vast gulf between Su- 
karno, the first president, and Suharto, the 
army general who replaced him, lessens 
the burden. Sukarno was a fiery ideologue 
who championed Third World comrade- 
ship. Mr. Suharto was a pro-United States 
pragmatist who invited foreign investors to 
share the spoils of Indonesia’s oil and min- 
eral wealth. One was an extroverted wom- 
anizer, the other a calculating tactician. 
How Sukarno ceded power to Mr. Su- 
harto is the pivot around which modern 
Indonesia has turned, even after Mr. Su- 
harto’s downfall in 1998 allowed for a ten- 
tative reappraisal of the official history. 
The central fact—a scarcity in Indonesian 
history, as we will see—was a failed 1965 
putsch by midlevel military officers that 
was quickly suppressed by Gen. Suharto, 
the commander of the army’s reserves. 
Six army generals were shot or stabbed 


co Mr. Montlake is a free-lance writer based in 
Bangkok and a former foreign correspondent in 
Jakarta. 
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to death. The plotters said they were act- 
ing to stop the generals from staging their 
own coup against Sukarno, whose leftist 
politics had antagonized the army. Su- 
karno wasn’t detained during the putsch, 
though. 

Ultimate blame was pinned on the Com- 
munist Party of Indonesia (PKI), which had 
swelled to three million members during 
Sukarno’s presidency and was a rival of 
the army. What followed was a nation- 
wide army-led purge of communists that 
became a bloodletting on a par with the 
worst atrocities of the 20th century. Per- 
haps half a million Indonesians died over 
several months of killing, often at the 
hands of their neighbors. More than one 
million were sent to prison camps. Com- 
munism was outlawed, Chinese diplomats 
were sent packing and Mr. Suharto was 
appointed president in 1967. 

Beyond these bare facts is a murky pool 
of misinformation. The official line is that 
PKI leaders organized the Sept. 30 move- 
ment—or G30S in military speak—that 
launched its abortive coup on that night in 
1965. The PK?’s alleged goal was to neutral- 
ize the army and prepare to seize power 
after Sukarno left office. That would have 
brought Indonesia, the largest country in 
Southeast Asia, into the communist bloc 
at time when the U.S. was becoming in- 
creasingly committed to ensuring Viet- 
nam would not. After the massacres, Mr. 
Suharto’s regime staged military trials 
for those accused of involvement in the 
coup. Naturally, their confessions were fed 
into the army’s propaganda machine that 
framed what little debate was allowed. 
Any dissenting voices ran the risk of be- 
ing tagged as PKI sympathizers, a fate that 
nobody wished to embrace. 

Forty years on, that murky pool is still 
being stirred by scholars trying to get to 
the bottom of G30S. Since most of the prin- 
cipal actors in the drama are dead or un- 
willing to talk, it can be a frustrating and 
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inconclusive task. Sukarno and the Indo- 
nesian Coup is a particularly feeble effort 
that disappoints and dissembles in equal 
measures. Author Helen-Louise Hunter 
is a former Central Intelligence Agency 
analyst who rose to become assistant na- 
tional intelligence officer for the Far East 
from 1979-81, before switching to a legal 
career. Her 23 years working for the CIA 
may lead some readers to hope they will 
be made privy to hitherto undisclosed in- 
formation, perhaps mothballed at Langley 
until the dramatis personae have left the 
stage. Sadly, however, not a whiff of new 
evidence appears in this book. 

Ms. Hunter relies overwhelmingly on 
official Indonesian army interrogation 
documents to draw up an exhaustive chro- 
nology of who did what and where they 
did it. From here, unbroken by footnotes, 
flows her analysis of how the pxrt’s secret 
operatives conspired to decapitate the an- 
ticommunist army. That they failed and 
communism was wiped out in Indone- 
sia was “nothing less than an upset of the 
world balance of power. In ways that could 
never have been foreseen at the time, the 
Indonesian Coup was the upset surprise 
of the century.” 

Hindsight is a useful analytical tool. 
What Ms. Hunter fails to mention is that 
she reached the same conclusions in 1968 
when she authored a CIA report entitled 
Indonesia-1965: The Coup That Backfired 
that was declassified in 1976 and given to 
the U.S. Congress. Indeed her new book is 
almost identical to the cia report, accord- 
ing to John Roosa, an assistant professor 
of history at the University of British Co- 
lombia and author of Pretext for Mass Mur- 
der, another book on G30S. That would 
explain why Ms. Hunter calls Indonesia’s 
capital Djakarta, not Jakarta, and foregoes 


the now-accepted pinyin romanization for 
Chinese names. Since the declassified cra 
report can be downloaded for free, surely 
it’s not unreasonable to expect a rehashed 
version to have acquired a contemporary 
sheen? 

As proclaimed in the book title, Ms. 
Hunter tries to put Sukarno in the G30S 
loop. She claims that Sukarno approved 
the coup in meetings with Dipa Aidit, the 
PKI leader and cabinet minister, and Omar 
Dani, the air force chief, as he was con- 
vinced that army commanders were plot- 
ting to remove him. That may be the case, 
but Ms. Hunter’s evidence is circumstan- 
tial. She presents a purported Sept. 30 
conversation between Sukarno and Army 
Gen. Sughandhi that is supposed to be the 
clincher. Having learned from PKI leaders 
of the plot, Gen. Sughandhi goes to warn 
Sukarno, only to be told not to meddle. 
“Shut up, or I will slap you till you faint,” 
says Sukarno. Damning words, but Ms. 
Hunter provides no source. Moreover, Mr. 
Roosa points out that Gen. Sughandhi was 
an unlikely confidant for Indonesia’s com- 
munists as he was the army’s director of 
information and a key player in the pro- 
paganda war against the PKI. 

Given the prevailing Cold War tensions 
in Asia, some scholars have seen the hand 
of Western governments in Sukarno’s fall 
and Mr. Suharto’s rise. A botched coup 
was the perfect pretext to crush commu- 
nism and end Sukarno’s confrontational 
politics. It wouldn’t be the first such med- 
dling: cia and British agents had armed 
separatist rebels in the 1950s. 

Any definitive account of the events of 
1965 must wrestle with the puzzle of ex- 
actly why the coup was launched. The PKI 
was the largest communist party outside 
the communist bloc and the parliamen- 
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tary path to power appeared to be open. 
Why risk an armed takeover? Ms. Hunter 
posits, as others have done, that its leaders 
feared an army crackdown once the ailing 
Sukarno was gone. But when the massa- 
cres began, the party went like lambs to 
the slaughter, its leaders passively taken 
away and shot—hardly a sign of a battle- 
ready movement. 

Alternatively, if the mutiny was an in- 
ternal army affair, and the PKI a peripheral 
player, why was the coup so poorly exe- 
cuted on the night? The disparate plotters 
fumbled as soon as they began, failing to 
capture Gen. Nasution, the defense minis- 
ter (his daughter was shot in the crossfire). 
Nor did they invoke Sukarno’s prestige to 
legitimize their power play. 

Unfortunately such questions may be 
beyond the realm of current scholarship. 
The one man who could shed real light on 
this pivotal event is Mr. Suharto. But now 
he too is slipping away into history. 


WILL CHINA FAIL? THE LIMITS AND CON- 
TRADICTIONS OF MARKET SOCIALISM 
by John Lee 
Center for Independent Studies, 

180 pages, $24.95 





Reviewed by GORDON G. CHANG 


ILL CHINA FAIL? In these days 
W of general optimism about Bei- 

jing’s trajectory, the question 
seems out of place. Three decades of con- 
tinuous economic growth has produced 
a new model for national development— 
the so-called Beijing Consensus—and led 
to notions of the “inevitable rise of Chi- 
na.” If we should be asking any question 
at this moment, perhaps it is the one that 








ao Mr. Chang is the author of The Coming Col- 
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Der Spiegel recently posed: “Does Com- 
munism work after all?” 

John Lee supplies an answer that many 
will find disagreeable. He is a skeptic about 
the rise of the modern Chinese state, and 
in this slim volume goes about making 
“the case for pessimism.” Mr. Lee, a China 
analyst in Australia, starts his argument 
where every doubter begins: Beijing’s au- 
thoritarian political system. For him, the 
Communist Party of China is not presiding 
over a gradual transition to a more open 
government. On the contrary, it is trying to 
cling to power in a dynamic society. 

From this premise, more assumed than 
argued, he goes on to examine the dy- 
namics of change in China. It is not true, 
as Timothy Garton Ash has asserted, that 
“everyone does capitalism,” and Beijing is 
not following the successful model blazed 
by Taiwan, Japan, Korea and Singapore. 
The country’s leadership, in Mr. Lee’s view, 
is pursing “a therapeutic strategy” to pre- 
serve socialism and retain its grip on power, 
not “a transformative strategy” to move the 
country forward. “Genuine economic liber- 
alization—needed to propel China toward 
sustainable prosperity—would seriously 
threaten the Party’s hold on, and ability to 
monopolize, power,” Mr. Lee writes. 

He finds support for his views where 
the flaws in the political-economic mod- 
el are most evident: the reform of state- 
owned enterprises, the reform of the state 
banks and the reform of the system for al- 
location of capital. This survey, the heart 
of the book, contains astonishing statis- 
tics highlighting the structural problems 
in the Chinese economy. For instance, Chi- 
na’s government still directs 70% of all in- 
vestment spending in the country. Capital 
investment, about $1.3 trillion, is going up 
and will soon exceed half of gross domes- 
tic product. Chinese banks have, through 
aggressive lending at the behest of offi- 
cials, created a new batch of unreported 
nonperforming loans amounting to about 
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$225 billion. Figures like these have led 
Mr. Lee to the following conclusion: “Chi- 
na’s ‘market socialism’ in its modern form 
is a predatory, dysfunctional and gross- 
ly inefficient system that is enormously 
wasteful and unsustainable.” In short, he 
does not agree that the Chinese have come 
up with a “new physics of power and de- 
velopment,” as Joshua Ramo, the former 
Time staffer who coined the term “Beijing 
Consensus,” once stated. 

Mr. Lee believes that China’s leaders 
have not been able to “grow out of the plan” 
because their gradualist policies have led 
them to a “reform dilemma” or “author- 
itarian trap.” Although the Communist 
Party is dependent on continued struc- 
tural economic change—its legitimacy is 
based on constant growth or, as Mr. Lee 
puts it, on “inefficiently using resources to 
fuel a bubble economy”—there are strong 
political, economic and social forces that 
are now preventing further reform. This 
is not surprising because, as Milton Fried- 
man noted, “political collectivism” is in- 
compatible with “economic freedom.” In 
the contest between politics and econom- 
ics, the former will win in China because 
growth of the economy is not an objective 
for its leaders; it is merely a means to the 
goal of regime preservation. 

Despite problems—social unrest, cor- 
ruption and income disparity, for exam- 
ple—the Communist Party still has the 
upper hand, Mr. Lee believes. China has 
not passed the point of no return where 
free markets will transform the country, 
whether the Communist Party likes it or 
not. All this leads to the astute conclusion 
that the system is subject to complete fail- 
ure, even if there is only just a “modest 
slowdown.” In any event, his overall as- 
sessment is a simple one: “China is a coun- 
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try in a profound mess.” 

Yet Mr. Lee thinks that the state’s struc- 
tural problems are not just the concern of 
the Chinese people. China is not Nazi Ger- 
many or the Soviet Union, yet he paints it 
as dangerous nonetheless. The transition 
to authoritarianism is a sign that the re- 
gime is losing its totalitarian grip, and as 
the system breaks down, decision mak- 
ing, which is not institutionalized now, be- 
comes even more unpredictable. Beijing’s 
leaders, who have adopted “victim narra- 
tives,” are already playing the “national- 
ism card.” The Chinese state is the only 
major power that nurses ambitions to grab 
territory currently in the hands of others 
and fears the “loss” of land that it does not 
actually control. 

So will China become a responsible 
power as its leaders contend? By quoting 
Robert Kagan at length, Mr. Lee makes 
the case that it will not. It is possible that 
the country does not want to be integrated 
into a security system that it had no part 
in shaping and which does not conform to 
its national goals. After all, it is likely that 
China, like many rising powers before it, 
will want to make the world safe for its 
own form of government. As Mr. Kagan 
notes, “Yes, the Chinese want the pros- 
perity that comes from integration in the 
global economy, but might they believe, as 
the Japanese did a century ago, that the 
purpose of getting rich is not to join the 
international system but to change it?” 

So as Mr. Lee writes, “ ‘Peaceful rise’ 
is a strategy, not an end game.” Ominous- 
ly, he quotes China watcher Willy Lam 
for the proposition that in 2006 Chinese 
leaders decided to make a break with Deng 
Xiaoping’s “bide time” strategy and assert 
themselves more aggressively. “The eco- 
nomics and politics behind the Chinese 





model are flawed, unsustainable, dan- 
gerously unstable and unlikely if not in- 
capable of providing a foundation for the 
continuation of China’s ‘peaceful rise’ or 
‘peaceful development,’ ” Mr. Lee writes 
as he brings the book to a close. 

You don’t have to read to the end to 
identify the main shortcoming in this am- 
bitious work, because Will China Fail? is 
one book that can be judged by its cover. 
It is apparent from the description on the 
back that it is simply not possible to do jus- 
tice to all the promised topics within the 
allotted pages. 

China is so big, noisy and diverse so one 
can make virtually any argument based on 
available facts and observable trends. The 
trick is to put facts and trends into context 
and show why other interpretations are not 
correct. Mr. Lee, by adopting a short for- 
mat and trying to cover so much ground, 
has given himself an impossible mission. I 
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believe that he portrays the modern Chi- 
nese state accurately and perceptively but 
the book should have been twice as long 
so he could back up and defend all the in- 
sightful comments he makes. 

And if he had adopted a longer format, 
Mr. Lee could have accomplished one 
other important task, providing a fuller 
answer to the question posed by his pro- 
vocative title. Will China Fail? does not ac- 
tually say whether the Chinese nation will 
fall apart. Mr. Lee, citing the Ottoman and 
Hapsburg empires and the Soviet Union, 
notes that decrepit regimes can last a long 
time. That’s true, but he nonetheless needs 
to provide more thoughtful analysis. 

Mr. Lee does at one point mention the 
triggers that can cause state failure. Given 
all that he has provided, it appears that the 
Communist Party will indeed fail soon, 
but we need to hear more from Mr, Lee on 
the central question in his title. i 
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ALL EYES ON THE ARMY BUT 

GENERALS MARK TIME 

by Husain Haqqani 

Vol. 142, No. 48, Dec. 1, 1988, Page 12 
AKISTAN ARMY CHIEF of staff 
pP Gen. Aslam Baig is currently the 
most widely praised man in Paki- 
stan. During and after the election cam- 
paign, most politicians acknowledged his 
support for constitutional rule and de- 
mocracy. These statements have reflected 
the overriding reality of Pakistani politics: 
After three decades of military interven- 
tion, no civilian government can expect 
to rule the country without the military’s 

backing. 

The military has so far given full sup- 
port to President Ghulam Ishaq Khan’s 
holding of nationwide elections, and Gen. 
Baig has repeatedly said the armed forces 
will not interfere with the formation of a 
future civilian government. But there is 
little support among the armed forces’ se- 
nior ranks for Benazir Bhutto’s Pakistan 
Peoples Party (ppp), which in turn remains 
suspicious of the military leadership. 

Skeptics believe the military is just 
marking time, while others blame behind- 
the-scenes maneuvering by politicians 
with military links for the ppp’s difficulties 
in immediately forming a coalition. Senior 
military officers say the army does not want 
to intervene in politics because it wants to 
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avoid the kind of antimilitary sentiment 
that always results from military rule. 

Support for the constitutional process 
has indeed restored the military’s pres- 
tige. Even Ms, Bhutto, whose supporters 
were shouting slogans branding friends of 
the military as “traitors to the people” as 
recently as August, no longer makes anti- 
military remarks. 

Instead, she has been trying hard to 
reassure the army that its major foreign- 
policy and defense concerns will not be af- 
fected if she comes into power. Gen. Baig 
and other senior commanders seem pre- 
pared to accept Ms. Bhutto’s word for the 
moment, ensuring the transfer of power to 
Ms. Bhutto if she can secure the support of 
a majority in parliament. 

The military’s view is that it will re- 
strict its role to defending the country, 
leaving the running of government to elec- 
tion politicians. The generals say they have 
only intervened in politics in exceptional 
circumstances, and that if a stable consti- 
tutional government is in place, they have 
no reason to intervene. 

But the results of the general election 
have produced a situation which makes a 
stable civilian government unlikely. The 
ppp failed to gain an absolute majority in 
the national assembly, parliament’s lower 
house, forcing it to seek coalition partners. 
Its inability to form governments in three 
out of four provinces further complicates 
matters. 

One proposal, put forward by Gen. 
Baig, is for a broad-based government— 
possibly including both the ppp and its 
conservative rival, the Islami Jamhoori 
Ittehad (or Islamic Democratic Alliance). 
This proposal has not been received favor- 
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ably by either party, making a weak coali- 
tion seem inevitable. 

The inherent instability of the civilian 
government will necessitate greater sup- 
port from the military, especially in the 
event of outbreaks of violence. This would, 
in turn, make it difficult for the armed forc- 
es to dissociate completely from nonmili- 
tary affairs even if they wanted to do so. 

As it is, the military cannot accept undi- 
luted rule by Ms. Bhutto and the ppp. The 
party is considered antimilitary because of 
its hostility to the armed forces under the 
late president Zia-ul Haq and its leftist ori- 
entation, which Ms. Bhutto has tried her 
best to minimize. The involvement of Bhut- 
to’s brother Murtaza Bhutto in alleged ter- 
rorist activities backed by Libya, India and 
Afghanistan has led to charges of the ppp 
maintaining anti-Pakistan foreign links. 

At present there are four crucial areas 
of policy where the military would not ac- 
cept any major changes. These include: 
support for the Afghan resistance; con- 
tinuation of Pakistan’s nuclear program; 
rejection of India’s regional pre-eminence; 
and an adequate budget allocation for de- 
fense. Having decided not to intervene in 
politics directly, the military would prefer 
civilian leaders willing to work in partner- 
ship with itself. 

The government should also not be seen 
as jeopardizing the military’s institution- 
al objectives. As a high-ranking military 
officer told the REVIEW: “We are not ask- 
ing for increases in salary or plush jobs for 
ourselves. We only want to be allowed to 
pursue what we consider policies in the 
national interest, without unnecessary 
interference.” 

Ms. Bhutto’s public position on all four 
issues at present is tailored to be accept- 
able to the military. But she could change 
once she assumes power, by which time it 
would be too late for the army to influence 
policy without taking over. The military 
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would clearly have preferred an 1J1 gov- 
ernment and would probably still consider 
the ppp’s sharing of power with the 131 a 
lesser evil, 

Apart from the military, Ms. Bhutto’s 
claim to power is also threatened by the 
country’s Islamists. Islamic hardliners re- 
main opposed to a woman becoming head 
of state, and any attempt by Ms. Bhutto to 
reverse Mr. Zia’s Islamization program 
will also meet resistance. 

Despite limited electoral strength, Is- 
lamist groups command considerable street 
power, which could easily be mobilised if 
an Islamic issue is raised. The 1J1’s election 
campaign depended heavily on religious 
slogans, and Mr. Zia’s rule considerably 
enhanced the influence of Islamic activists. 
Some Islamic groups have support within 
the armed forces, and all conservatives are 
ready allies of the Islamists in confronting 
any liberal-left-wing coalition. 

For the moment, the military’s policy 
preferences and the Islamists’ ideologi- 
cal interests are protected by the delicate 
balance of power resulting from the elec- 
tion. Opponents of constitutional changes 
introduced by Mr. Zia do not command the 
majority in parliament needed to amend 
the constitution, meaning the future gov- 
ernment has to operate under rules made 
by Mr. Zia. 

An overwhelming 1J1 majority in par- 
liament’s upper house, the senate, a result 
of the ppp’s boycott of nonparty polls held 
in 1985, ensures that no legislation revers- 
ing any aspect of Islamization is likely to 
be enacted. 

Most political observers are betting on 
another general election within a year or 
two, failing which Pakistan could be stuck 
with a succession of weak coalitions kept 
together through Machiavellian manipu- 
lation. Ironically, that is exactly the way 
the country’s politics used to be before the 
military first intervened in 1958. = 
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Consolation Prize 


THE CONSENSUS IS that the latest round 
of the U.S.-China Strategic Economic Di- 
alogue didn’t go very well for Treasury 
Secretary Hank Paulson. But the encoun- 
ter wasn’t a total loss for the Americans. 
According to a report in the Financial 
Times, Chinese Finance Ministry official 
Zhu Guangyao challenged the visitors in 
ping pong, perhaps not knowing that the 
Treasury’s Ron Lilly is a nationally ranked 
player. Mr. Lilly won 3-0, proving that the 
history of ping pong diplomacy doesn’t al- 
ways repeat itself. 


Run for Your Life 


MUCH HAS BEEN made of the dangers mara- 
thoners will face from pollution during the 
2008 Beijing Olympics. But can you imag- 
ine what would happen if the event were 
held in India? The Times of India’s report 
on an international marathon in Bangalore 
offers a clue. First of all, lazy cops neglect- 
ed to stop traffic for the runners, forcing 
the leaders to stop and wait for 10 min- 
utes. Then at the 20-kilometer mark, the 
Kenyans and Ethiopians in the front pack 
turned a corner to find a pack of feral dogs 
barking and biting at their heels. Makau 
Nzioka, who came in second, complained, 
“It was very scary. Never in my career had 
I come across such a situation. It took me a 
while to recover from the shock.” 


Attack of the Monster Moms! 


REMEMBER WHEN ALL Japan had to fear 
was mutant monsters unleashed by man- 
kind’s tampering with nature? Move over 
Mothra, here comes the monster mom. Ac- 
cording to the Josei Jishin magazine via 
Mainichi, these are the same pushy little 
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strumpets who as high school students in 

the 1990s were going on “paid dates” with 

lecherous salarymen. Now they have pro- 
created and are oppressing anyone and ev- 
eryone who gets in the way of their evil 

spawn. According to Yuki Ishikawa, who 

has written a book on the subject, these 

women are characterized by “self-cen- 
teredness, overpowering self-esteem, ex- 
cessive self-assurance and an inability 
to comprehend what’s going on around 

them.” That’s apparently what “spending 
their school days selling their bodies for 
brand-name bags from middle-aged men 

or their panties for cash to anyone with a 

yen for schoolgirl skids” does to the Japa- 
nese female psyche. 


Servers Corrupted 


CHINESE GOVERNMENT OFFICIALS, always 
eager to give the impression that they are 
fighting corruption, have set up a Web 
site for the populace to register their sug- 
gestions. Unfortunately they neglected to 
anticipate the volume of responses, which 
swamped the servers on the first day of op- 
eration, Reuters reports. Maybe somebody 
in the anticorruption bureau siphoned off 
the money meant to buy bandwidth? 
Contributions to Travellers’ Tales can be emailed 


to tales@feer.com. Read more Travellers’ Tales 
online at www.feer.com/tales. 
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VER THE LAST few months, you have no doubt perused our 
Web site for free content, www.feer.com/forum, a summary 
of which is found on page six. Well, that was just an amuse- 
bouche; get ready for the full banquet. We are preparing to go live in the 
middle of March with a relaunch of our main site, www.feer.com, which 
will supply you with the same high-caliber comment and analysis found 
in the REVIEW, now on a daily basis. 

As we went to press, the Indian budget was in the news, with the 
government serving up a hodge-podge of concessions to various politi- 
cally important interest groups, instead of charting a strategic course 
to future growth. One of our favorite lines to explain what’s going on in 
U.S. financial markets these days comes from Warren Buffett: “It’s only 
when the tides goes out that you learn who’s been swimming naked.” 
To extend the metaphor to the world of policy, India’s rapid growth is 
allowing politicians to do some skinny-dipping. 

As Andrew Chen and Jennifer Warren write in this issue, infrastruc- 
ture bottlenecks continue to be a concern for the future. Yes, it’s true 
that Delhi has begun to address the problem. And just back from a tour 
of Rajasthan over the lunar new year, we can attest to the fact that India 
is building some wonderful new highways. But compound the current 
double-digit pp growth over a few years, and you realize that India still 
needs to ramp up its infrastructure spending in a fairly dramatic way. 

Meanwhile, social discontent is an issue that many outside observers 
do not give enough weight to, and this may explain why the government 
is spending so much on giveaways. The REVIEW’s Deputy Editor Colum 
Murphy has been in West Bengal and reports back that despite a new 
push to attract industrial projects like the Tata Nano factory, resistance 
to the private sector remains strong. The Communist Party-governed 
state’s struggle to overcome its statist legacy offers an object lesson for 
the rest of the country, as well as foreign investors. 

Meanwhile China is facing new challenges brought on by past suc- 
cesses. As Jonathan Anderson writes, the threat of inflation is probably 
over-hyped, since the price rises have been confined to certain very 
volatile sectors. But at the same time factories on the coast are being 
squeezed by rising wages for migrant labor, as Alexandra Harney, Jona- 
than Adams and Ko Shu-ling discuss. Together with higher taxes, anew 
labor law and an appreciating currency, this pressure on low-margin 
manufacturers is forcing a restructuring which may be painful but will 
undoubtedly be beneficial in the long run. 
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An Unnecessary Tribunal 


LESLIE HOOKR’S ESSAY on Cambodia omits 
very important things (“Cambodia’s 
Flawed Search for Justice,” January/Feb- 
ruary 2008). The U.S. and other Western 
powers all supported the Khmer Rouge 
from 1978 until 1989 in their fight against 
the Cambodian people. The United Na- 
tions refused to discuss their human rights 
record and certain NGOs were even mouth- 
pieces of the Khmer Rouge. I remember in 
1989 the Belgian daily Le Libre Belgique 
editorialized for the return to govern- 
ment of the Khmer Rouge. No doubt the 
tribunal will never discuss this. Speaking 
of a “flawed search for justice,” the West 
should leave Cambodia alone and first take 
a close look at its ugly self. 
Willy Van Damme 
Belgium 


ALTHOUGH THE CAMBODIA article makes 
for real provocative reading, I have my 
reservations. The kingpins of the infa- 
mous, Cambodia massacre are practically 
all dead. Is there really a necessity to waste 
the U.N.’s precious time and money just to 
try a couple of lesser criminals? 

The Cambodians are still suffering, liv- 
ing under the control of their despotic lead- 
ers. Is there genuinely an exigency to recall 
and re-enact those cruel and dreadful days 
of heinous butchery when many of the loved 
ones of the living Cambodians perished? 
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The U.N. ought to redirect its effort in help- 
ing to reconstruct the shattered country 
and rebuild its economy, rather than reviv- 
ing the tragic nightmare of the genocide. A 
donation of $50 million dollars could have 
been better utilized to alleviate the abject 
poverty of the most unfortunate. 
Munn-zie Chan 
Hong Kong 


Playing the Right Song 


MESSRS. LAURSON AND Pieler are right to 
suggest the New York Philharmonic should 
have selected a more daring program for its 
concert in Pyongyang (“Serenading a Dicta- 
tor,” FEER Forum, Feb. 22), but I’m not sure 
a Shostakovich piece, especially the Fourth 
Symphony, would be appropriate. Though 
later in his life Dmitri Shostakovich claimed 
his Fourth was an act of dissent, he had al- 
ready written most of the symphony before 
he believed he was in any danger. After his 
work was attacked, instead of continuing 
with his “shrieks” and “brutality” he ended 
his piece by having the orchestra slowly die 
away. The piece ends in tragedy, unable to 
escape from the “crushing regime.” 

A better suggestion might be Beethoven’s 
Ninth. When the Berlin Wall was being 
dismantled in December of 1989, Leonard 
Bernstein conducted Beethoven’s Ninth 
Symphony on both sides of the wall with 
musicians from West and East Germany. 
The Ode to Joy became a symbol of free- 
dom and cooperation despite years of a 
DMZ dividing the two. Surely with this brief 
anecdote told by Lorin Maazel, the symbol- 
ism—though heavy-handed—would not be 
lost on the North Korean audience. 

Christopher Shay 
Hong Kong 





Paving t 
For India’s Growth 


by Andrew Chen and Jennifer Warren 





UDGET TIME IN India al- 
ways brings fresh feel- 
good spending measures 
to improve the lives of the 
rural population. And 
with parliamentary elections probably less 
than a year away, Finance Minister P., Chi- 
dambaram took no chances politically 
this February, rolling out debt relief for 
farmers. Meanwhile he counted on contin- 
ued fast growth to hold down the deficit. 
The big question in many investors minds 
now should be whether India can continue 
to achieve the necessary growth without 
greater government emphasis on build- 
ing infrastructure. The Reserve Bank of 
India recently reported that “infrastruc- 
ture bottlenecks are emerging as the single 
most important constraint on the Indian 
economy.” 

According to New Delhi’s own Elev- 
enth Five Year Plan, the country needs to 
spend 9% of Gpp on infrastructure by the 
end of 2012, compared to the current 5%. 
A lack of water and sanitation; poor sea- 
ports, airports and roads; and unpredict- 
able energy supply all serve to discourage 
new private-sector investment. In order to 





catch up with China’s infastructure stocks, 
India would need to invest 12.5% of GDP 
until the year 2015. Better infrastructure 
is one reason that in 2006 China attracted 
approximately $34.8 billion in FDI com- 
pared to India’s $16.9 billion. 

In the last several years, India’s central 
and state governments have put out the 
welcome mat for the international invest- 
ment community, proclaiming that the in- 
frastructure sector is open for business. In 
2007, high-level meetings between Indian 
and U.S. officials and executives sealed 
deals to set up new funds for infrastruc- 
ture. Alongside the Indian government, 
Citigroup, General Electric Co., Macquarie, 
and Deutsche Bank, among others, have 
committed nearly $16 billion thus far. But 
the Indian government estimates roughly 
$500 billion is needed by the end of 2012 to 
sufficiently upgrade roads, ports, airports, 
power and other forms of infrastructure. 


aoMr. Chen is a distinguished professor of fi- 
nance at Southern Methodist University’s Cox 
School of Business in Dallas. Ms. Warren is prin- 
cipal of the consultancy firm Concept Elemental, 
and a fellow of the Next Generation Project at 
Columbia University. 
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Many factors play a role in the infra- 
structure challenge. Large-scale projects 
are inherently risky, since they require 
massive capital outlays with long comple- 
tion times, with the possibility that the po- 
litical or regulatory environment could 
change. In India, cases of corruption and 
political and economic risk make investors 
hesitate. 

The classic example is the Enron-Dah- 
bol power plant in Maharashtra state. The 
$2.9 billion project, 180 kilometers south of 
Mumbai, was initiated in April 1992 by the 
now defunct Houston-based Enron. Bad 
contracts, politics and economic circum- 
stances ultimately doomed the initiative. 
Allegations of corruption abound. Con- 
struction halted on the final phase in 2001 
and the plant closed. The four-fifths com- 
pleted Dabhol power plant was to have been 
the largest independent liquefied natural 
gas power plant in the world. In the end, the 
Indian economy and final consumer lost 
out. (The plant is under new management 
as Ratnagiri Gas and Power.) 


Underpinning the Construction 


ONE WAY TO reduce the risks is the public- 
private partnership, a structure the Indian 
government is now promoting. But the ppp 
is not without its own set of potential prob- 
lems. Under this arrangement, the govern- 
ment and private parties are bound by 
long-term detailed contracts which spell 
out the rights and obligations of both par- 
ties. The rationale of both PPP and BOT 
(build-operate-transfer) approaches in in- 
frastructure finance is to attract private- 
sector participation and capital, increase 
efficiency through proper economic incen- 
tives, and to share the project risk between 
the government and the private sector. On 
the surface, the traditional ppp idea plays 
well and is appropriate for a large portion 
of infrastructure needs. International or- 
ganizations such as the World Bank and 


International Monetary Fund have urged 
countries across the globe to adopt the ap- 
proaches of BOT and PPP. 

While India has received global acclaim 
in information-technology services and 
business-processing exports, its infrastruc- 
ture troubles slow the potential for eco- 
nomic growth in other sectors. India’s 
infrastructure sector has been character- 
ized as “being led by contractors and play- 
ers in the trades,” according to findings 
from a 2007 infrastructure conference in 
New Delhi. One objective of the Indian gov- 
ernment is to increase the role played by fi- 
nancial investors in realigning economic 
incentives. 

In India, power generation tops the list 
of infrastructure needs. In this mostly 
state-run sector, losses and subsidies are es- 
timated at 1.3% of app, with unpaid elec- 
tricity liabilities a further 1.1% of GDP, 
according to a recent study on infrastruc- 
ture spending by Steven Wilkinson of the 
University of Chicago. But the data also 
suggests that India’s growing middle class 
is more willing to pay for good quality and 
service, offering an opportunity for the pri- 
vate sector. The government recently 
awarded two “ultra” megapower projects, 
easing the bureaucratic and regulatory hur- 
dles (and fuel linkages) to help reduce risk 
to investors. 

In roadways, the BOT approach is al- 
ready common, but now national highways 
are increasingly incorporating the ppp ap- 
proach. To compete, roadways projects 
need to offer market returns to attract 
global players, as they have done in the 
U.S. and European Union. 

Urbanization is driving the need to 
both build and update infrastructure with 
large populations living in urban areas— 
28% of India’s approximately 1.1 billion 
population. More than 80 million urban 
citizens below the poverty level have little 
or no access to basic infrastructure such 
as water supply and sanitation. Treatment 
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of the resulting water- 
borne diseases are esti- 
mated to cost the 
government between $15 
billion and $20 billion. 
There are no known 
“model” approaches in 
water and sanitation. Cit- 
ies will need to take stock 
of their specific conditions 
and primary needs, and 
reform accordingly. Few 





SOURCE: CHATTERTON AND PUERTO, 2008. IN 2004 DOLLARS. 
ESTIMATES ARE TO SUSTAIN GDP GROWTH NEAR 7.5% PER 


BUILDING INDIA according to a 2006 Inter- 


India’s expected annual expenditure 
needs by infrastructure sector, 2006-10 


national Monetary Fund 
working paper. That is, 
leading regions such as 
Delhi, Karnataka and Ma- 
harashtra that embraced 
the rr wave within their 
first-tier cities have real- 
ized faster growth and 
rising incomes alongside 
better infrastructure of- 
ferings. 


ANNUM AND REPLACE OLD CAPITAL STOCKS. TOTALS MAY NOT 
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successful water PPPs ex- 
ist, but there are some suc- 
cess stories around the globe—one in 
Manila and another in Senegal. 

The new airport deals in Delhi and 
Mumbai created high visibility for the 
government’s airport reforms. Infrastruc- 
ture experts from a recent ppp infrastruc- 
ture conference in India suggest that an 
array of financial players with varying lev- 
els of risk appetite—from contractors and 
trade investors to listed funds portfolios— 
could be enlisted to bring more innovative 
financing approaches to the infrastructure 
table. However, concerns have been ex- 
pressed of a “bubble” forming in the air- 
port sector which is characterized by high 
gearing in financial structures and high 
market values for these transactions. 


A Tale of Three Indias 


INDIA’S REGIONAL DISPARITIES in terms 
of growth and specialization tell a tale of 
a two-speed, divergent India with implica- 
tions for infrastructure development as a 
key piece of the puzzle. Under typical pat- 
terns of economic development, countries 
or areas tend to go through labor-intensive 
manufacturing cycles before they special- 
ize. But in India, fast growth states or ar- 
eas have skipped “directly to skill- and 
capital-intensive industries (within manu- 
facturing) or to services, where they ap- 
pear to have a comparative advantage,” 
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Conversely, the lag- 
gard regions—Bihar, Mad- 
hya Pradesh, Rajasthan and Uttar 
Pradesh—have less-educated, faster grow- 
ing populations, which will likely follow 
more traditional economic growth and de- 
velopment patterns. These areas will also 
be a political force for redistributing re- 
sources unless they have an incentive to re- 
form governance, business climates and 
infrastructure offerings. 

But what about the infrastructure op- 
portunities for states in the middle which 
neither lead nor lag—such as West Bengal, 
Haryana, Andhra Pradesh or Uttarranchal? 
Might a new approach help West Bengal 
leapfrog its development challenges and re- 
claim its leading position in India? 

In West Bengal, the state has identified 
key infrastructure needs: light rail in Kol- 
kata, a new greenfield airport, a mega-pet- 
rochemical facility near Haldia (the 
principal industrial center), and a nuclear 
power plant at Haripur. These are just a 
few of the specific projects in which the 
government wishes to attract private in- 
vestment, though many other needs are 
evident. 

For greater logistics capacities, airports 
and ports are being modernized and up- 
graded, as in Kolkata. To provide greater 
access to the Durgapur-Anasol region, a 
prominent industrial and mineral-rich re- 
gion, anew airport was announced in mid- 
2007, along with a township and iT and 
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logistics hub at Durgapur. As a gateway for 
international trade, improving connectiv- 
ity to Haldia port has been a priority with 
two large BoT highway projects underway, 
led by a Malaysian consortium. Expansion 
at Haldia port is coming by way of a $33 
million BoT project. A new port Kulpi 
(which includes a proposed new greenfield 
special economic zone), led by Dubai Ports, 
was agreed to in 2004 but is still under 
consideration awaiting approvals from 
Kolkata Port Authority. 

Discussing West Bengal opportunities 
in late 2005, a U.S. consul said that large 
projects which offer scale and scope are 
needed to attract big investors. A U.S.- 
based infrastructure project management 
firm, Astonfield Management, will con- 
struct two renewable energy projects—one 
a biomass project and the other the largest 
solar plant in India in Bankura district. 
Over atwo-year period, this group expects 
to spend $1.5 billion in India. In general, 
however, infrastructure shortfalls are pos- 
ing a risk—with good roads, easy access to 
power, and water, cited, for example, as 
potential stumbling blocks for Tata Mo- 
tor’s car plant in Singur (outside Kolkata), 
which is currently under construction. 

Given the widespread infrastructure 
needs across India, a progressive approach 
is needed that levels the playing field, de- 
ters political and policy risk, and develops 
more efficient, transparent market mecha- 
nisms. However, some severe problems 
based on the current “contract finance” 
approaches of BOT and ppp make them less 
desirable for infrastructure development 
now and in the future. A new approach 
should be considered—one based on mar- 
ket efficiencies, offering a truer form of 
sustainable ppp. 


Shortcomings of PPP and BOT 


THESE TWO APPROACHES to infrastruc- 
ture finance suffer the “plums” problem 


where the buyer (bidder or firm providing 
capital) often knows more about the qual- 
ity and economic value of the project than 
the seller (government agencies). Having 
better knowledge of the project’s costs and 
value gives incentives for political games, 
corruption and waste. In the past two de- 
cades, this dynamic has created inefficien- 
cies and added costs, resulting in the 
failure of many large-scale projects around 
the world. The $2.9 billion Enron-Dabhol 
project highlights some of the complexi- 
ties surrounding infrastructure projects. 
In this case, there was a lack of competi- 
tive bidding, unfair contracts and limited 
knowledge by the seller (the state govern- 
ment) in terms of project scale, technolo- 
gies and complexity. 

The plums story repeats itself over and 
over in infrastructure projects world-wide. 
The many cases of cost overruns observed 
around the world are likely the result of low 
bids by project sponsors to secure projects. 
Of the 837 central government-sponsored 
infrastructure projects in India (end of 
June 2006), 23% of projects had cost over- 
runs of an estimated 43%. The World Bank 
pointed to bad negotiations in ppp and BOT 
investment projects as the source of billions 
of dollars lost during the Southeast Asian 
financial crisis. Consequently, project spon- 
sors and investors may then be deterred 
from future projects in a host country. 

With current “contract finance” ap- 
proaches, the bidding process is often inef- 
ficient. Research by Mr. Wilkinson revealed 
that corruption in infrastructure projects 
often has political roots—the National 
Highway Authority of India being one such 
case where the competitive bidding process 
had historically been sabotaged by politics 
and special interests. Successful financing 
of major infrastructure developments is too 
important and vital for the rapid economic 
growth of many developing countries to 
simply be left in the hands of politicians 
with “special interests.” Instead, project fi- 
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nance should be guided by the invisible 
hand of global capital markets. 

Inefficiencies in current approaches 
show up in negotiations and bidding pro- 
cesses which require lengthy amounts of 
time and effort for completion. The initia- 
tive for a new international airport in Ban- 
galore began in 1995, with private 
companies’ negotiations becoming quickly 
entangled in policy disputes. The consor- 
tium led by Germany’s Siemens was finally 
selected in 2001, with Tata Group’s consor- 
tium backing out. Finally, construction be- 
gan in 2005 with operations expected this 
year. This example illustrates the opportu- 
nity costs from institutional inefficiencies. 
India has a reputation for bureaucratic red 
tape, especially in the more economically 
backward regions which tend to have more 
entrenched local political and business in- 
terests or clientelism. 

Similarly, the risk that a government 
will discriminatorily change the law, regu- 
lations, or contracts governing an invest- 
ment, or policy risk, is a problem for 
investors and consumers in developed and 
developing countries alike. Under these ap- 
proaches, project contracts can be nullified, 
posing significant political risks to private 
firms. Water and power projects from Oris- 
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Philippines to Thailand to a 
private toll-road project in 
Dallas, Texas. 

Finally, the two ap- 
proaches suffer from a lack of diversifica- 
tion and liquidity. Project sponsors with 
concentrated equity bear almost all the 
risks—both financial and political—and 
also lack diversification in these risks giv- 
en the small number of participants in 
project finance. 


Let the Markets Decide 


GLOBAL CAPITAL MARKETS Offer a viable 
source of diverse funds, promote better 
governance, and bring efficiency and trans- 
parency to the infrastructure puzzle. The 
experiences to date with privatizations 
and securitizations suggest that a “market 
finance” approach, which creates immedi- 
ate private ownership of public-invest- 
ment projects among diverse groups of 
investors, may lead to more efficient and 
successful infrastructure development. 
Market-based financing solutions can 
help bring more rational economic deci- 
sion making to infrastructure projects and 
the “real” economy. Projects should be 
founded on cost-benefit analysis for which 
the government has an important over- 
sight role. Currently, Indian government 
and regulatory bodies are being reconfig- 
ured to make way for the private sector in- 
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volvement in infrastructure PPPs, which 
currently funds projects in the realm of 1% 
of GDP. Chile increased private-sector par- 
ticipation to 5% of Gpp, and limits its gov- 
ernment’s service provision to passenger 
rail and small airports. 

The financing of projects should be 
guided by global capital markets’ invisible 
hand to determine the economic value of 
an infrastructure project and provide the 
necessary resources for construction, op- 
erations, and maintenance. In this truer 
form of public-private partnership, gov- 
ernment focuses on identifying and facili- 
tating the project and then allows the 
private sector to create an efficient, sus- 
tainable public-works asset that offers a 
financial reward to risk-takers and its 
owners. With contractors and the trades 
leading project development versus inves- 
tors, incentives of a plums nature exist. 

Project securitizations or initial public 
offerings of project securities can be de- 
signed with financial innovations for any 
new large-scale infrastructure project. 
This would create diversification, liquidity, 
and mitigate many of the problems that ac- 
company existing approaches in financing 
infrastructure. It would also begin to un- 
ravel the perverse incentives in infrastruc- 


ture spending in India, and foster 
transparency. 

This approach would bring true private 
sector participation for economic develop- 
ment of a social nature. It would ensure am- 
ple funding, strong interest, and awareness 
of a project on a global scale. Managerial 
incentives could be more aligned with pro- 
ductivity, thus reducing the widespread 
problems of cost overruns and inefficiency. 
India’s governments’—central, state, and 
local—could be allocated project securities 
to achieve true public-private ownership. 

Financial innovations in the securities 
offering can serve as both a deterrent and 
an incentive. For example, including event- 
risk provisions in project bonds can deter 
politicians’ attempts to make undesirable 
policy changes. This can ultimately foster a 
more investment-friendly environment, 
prized by India. Sound decisions and prop- 
er management will bring its own reward 
through enhanced project value and the 
value it brings to the community and econ- 
omy at large, which must be communicated 
to stakeholders. In the end, the explicit 
costs of debt financing for infrastructure 
would be lower. Of great consequence, the 
invisible hand may prove more capable in 
setting infrastructure project agendas 
which span varied administrations and po- 
litical agendas. 

The Indian government should rethink 
how infrastructure development is ham- 
pered by bureaucracy, corruption and mac- 
roeconomic stability. These areas beg the 
question of how to reconcile existing infra- 
structure-financing approaches with a 
country’s desire for better governance and 
a more attractive business climate for pri- 
vate investment. With India’s democracy a 
source of national pride, why not democra- 
tize assets in a way that both public and pri- 
vate sectors work together? With central 
and state governments’ hold on infrastruc- 
ture provision slowly giving way, both pri- 
vate and public sector owners of PPP 
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infrastructure assets can set the agenda 
with the best of market-based practices. 

This new approach complements pub- 
lic-private sector developments in progress. 
While the central and state governments 
continue to build capacity to facilitate fur- 
ther private sector involvement in infra- 
structure, municipalities have a role in 
smoothing the process by including the 
vested stakeholders—the citizens who 
elected them. India’s use of IT, bringing 
transparency and information to the pro- 
cess via its PPP portal, is one piece of the 
equation to create market mechanisms. 

Progressive ideas are emerging across 
the development spectrum. In the village 
of Avasari Khurd, for example, 40 kilome- 
ters from Pune, in the state of Maharashtra, 
land-acquisition problems are being dealt 
with in an innovative way as farmers, work- 
ing together with an industrialist, have be- 
come stakeholders and shareowners in an 
SEZ. A further integrated approach—con- 
necting local government to investors 
whether corporate or the local public— 
would enhance investor interest. Inclusive- 
ness ultimately reduces project risk and 
fosters more successful long-term out- 
comes. 

Importantly, the innovative market fi- 
nance PPP applies to the launch of new in- 
frastructure projects, utilizing financial 
innovations to mitigate risk and participate 
in gains. The capital market finance ap- 
proach can also be applied to groups or con- 
sortia of new smaller-scale projects related 
by sector or geography. The Mundra Port 


IPO, a first-of-its-kind private port (and 
SEZ), raised nearly $450 million, attracting 
$2.1 billion in bids. Notably, eight Indian in- 
frastructure equity funds outperformed 
global peers in 2007. 

Individual and institutional investors 
alike enjoy new choices in social invest- 
ment. With pension funds seeking better 
returns through alternative assets, holding 
a portion of an Indian power plant or water 
utility is not so far-fetched. Hedge funds 
are already doing so. Greater access to glob- 
al capital markets can further expand the 
mix and amount of resources available for 
development and sustainable growth as in 
the case of India. 

In addition to physical infrastructure, 
India has a solid foundation in “soft” infra- 
structure. A reliable banking system, func- 
tional capital markets, a well-developed 
legal system and educational opportunities 
underpin India’s political and economic 
life. The appearance of many diverse stake- 
holders—foreign investors, governments, 
and domestic investors and consumers— 
can further catalyze the reforms India 
needs. Prior methods of infrastructure 
project finance have worked, but at costs 
hidden to society. 

Parts of the vicious cycle of infrastruc- 
ture project finance can be turned more 
virtuous. Infrastructure-challenged India 
represents a “greenfield” opportunity for 
a new approach that would attract the fi- 
nancial resources for sustainable develop- 
ment—and more fully include India and its 
citizens in the global economy. 1 | 
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engal’s 


Perilous Transition 


by Colum Murphy 





T A DUSTY construction 
site about an hour’s drive 
from Kolkata, thousands of 
laborers are working round 
the clock. Their mission: to 
build a state-of-the-art auto plant amid the 
lush paddy fields of West Bengal. 

It’s a tall order, and one they must finish 
by the end of this year. That’s when the first 
Tata Nano is due to roll off the production 
line. The model, dubbed the “one lakh car” 
because its price tag will be 100,000 rupees 
($2,505), could bring motoring to the mass- 
es. For that reason the Nano, launched with 
great fanfare at the New Delhi motor show 
in January, is one of the most high-profile 
projects in India. 

Construction near the village of Singur 
began just over a year ago. Now, giant white 
frames loom above the site, forming the 
skeleton of workshops and factories. The 
site includes 645 acres for Tata Motors and 
290 acres for the 56 supplier companies 
that will participate in the project. Tata 
Motors plans to invest a total of $376 mil- 
lion in the plant. If all goes well, up to 
350,000 cars will roll off the assembly lines 
each year. 





West Bengal might seem like an unusu- 
al choice for such a venture. Since 1977, the 
Communist Party of India (Marxist) has 
dominated the state government (together 
with other leftist coalition parties it forms 
the Left Front). For decades the communist 
government has enjoyed a well-deserved 
reputation for being anticapitalist, anti-in- 
dustrialization, and aggressively pro-labor. 
Apart from efforts at land reform, commu- 
nist rule in West Bengal has achieved little 
in terms of economic development. While 
economic growth spurred other parts of In- 
dia to industrialize, the communists pre- 
sided over an era of deindustrialization. 

That’s evident in the state capital, Kol- 
kata, which has faded from the cultured 
city of yesteryear into a dilapidated metrop- 
olis, and makes other Indian megacities 
look modern and efficient by comparison. 
But now, having driven the state’s economy 
into a ditch, the communists are hoping for 
a jump-start by pursuing reindustrializa- 
tion. The Nano project is part of that. At 
last, it seems, the communists have woken 
up to the inevitability of globalization. Over 
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the past three years, the state has begun to 
catch up. Landing the Tata project was a 
landmark achievement, and one that could 
herald a new direction. 

But one star project does not a success- 
ful industrial policy make. The question 
now is whether the communists will enjoy 
long-term success. Their bid to industrial- 
ize entails many risks. Not only must they 
strive to attract the right industries in suf- 
ficient numbers, politically they also need 
to tread carefully if they want to hold on to 
power. Already the state’s flirtation with 
capitalism has led to unrest—even blood- 
shed. How the communists manage the in- 
dustrialization process in the coming years 
will have far-reaching implications both on 
the lives of people of West Bengal and the 
fortunes of the CPI v) itself. In some re- 
spects, elements of the West Bengal story 
also apply to the rest of India in general, 
where governments—both at state and cen- 
tral level—are grappling to develop strate- 
gies to handle the profound social changes 
that result from rapid economic growth. 


A Fall from Grace 


CALCUTTA, AS KOLKATA was previously 
called, was once the capital of India under 
the British and a major hub of industry, 
commerce and learning. As late as 1960 the 
state had the highest per capita income in 
India. Around 16% of India’s factories were 
located in the state, accounting for close to 
one-quarter of the country’s GDP. 

Fast forward to more recent years and a 
different picture emerges. As of 2004, per 
capita income was around $581—far behind 
states such as Goa ($1,796) and Delhi 
($1,461). Home to 80 million people, the 
state has only 6% of the factories in India, 
and contributes a meager 5% in terms of na- 
tional value added. In the past few years, 
GDP growth at around 10% has kept up with 
the national average, but that still doesn’t 
hide the fact that West Bengal has a long 


way to go to join the league of prosperous 
Indian states. 

Theoretically, the state need not be a 
laggard. It has many of the elements needed 
to make a thriving economy. It is blessed 
with some of the most fertile land in the 
world and remains India’s largest producer 
of rice. It has its own modest mineral de- 
posits, including coal. Most importantly, 
the state is strategically located at the cross- 
roads of several resource-rich states such 
as Orissa and Jharkhand, both of which 
have generous iron-ore deposits. If the cen- 
tral government approves, the state’s two 
busy riverine ports, Haldia and Kolkata, 
will soon be joined by a deep sea port at 
Kulpi. Yet West Bengal has yet to capitalize 
on these advantages. 

Finally, that may be changing. At his of- 
fice in Kolkata’s Writers’ Buildings, home 
to the state’s bureaucrats, industry minis- 
ter, Nirupam Sen, explains his vision for 
the economic development of West Ben- 
gal. As a close political ally of the state’s 
chief minister, Buddhadeb Bhattacharya, 
Mr. Sen is the brains behind the state’s re- 
cent call to industrialization. “Our growth 
in the industrial sector was not so impres- 
sive [before],” admits Mr. Sen. But once the 
central government in New Delhi abolished 
the licensing and control regime in the ear- 
ly 1990s, then private investment began to 
flow into West Bengal, he explains. “Initial- 
ly the pace was slow compared to other 
parts of the country, but since 2001 onward, 
the investment flow started gradually ris- 
ing and now the situation is quite encourag- 
ing,” he says. 

Attracting investment to the state is not 
easy, given competition from other Indian 
states and even Bangladesh. Increasingly, 
West Bengal is beating out the competition. 
Critics say the success comes at the cost of 
having to shower potential investors—Tata 
Motors included—with subsidies and in- 
centives greater than those offered by oth- 
er states. But increasingly exorbitant real 
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estate in the western and southern states is 
also playing a role, forcing more companies 
to look eastward for growth. 

According to the West Bengal Industri- 
al Development Corporation (wBIDc), the 
government agency charged with the pro- 
motion of industrial development of the 
state and headed by Mr. Sen, around $33 
billion worth of investment proposals are 
currently under evaluation. More than half 
of these are projects put forward by Indian 
companies. This compares with around $14 
billion in investment proposals in neighbor- 
ing Orissa, while the more traditional states 
driving the industrialization of India such 
as Maharashtra, Tamil Nadu and Andhra 
Pradesh have $12 billion, $6.5 billion and 
$5.5 billion, respectively. At the heart of Mr. 
Sen’s industrialization plan is steel. All go- 
ing well, up to 15 new projects could come 
online over the next several years. Other in- 
dustries targeted for the state include ship- 
building, rolling stock manufacturing, 
chemicals and petrochemicals. 

Are those plans realistic? According to 
E. Sridharan, academic director of the Uni- 
versity of Pennsylvania’s Institute for the 
Advanced Study of India in Delhi, the state’s 
steel and auto ambitions, at least, are cred- 
ible. “Or rather, they are not incredible,” he 
says. Similarly, building a petrochemical in- 
dustry is also viable, assuming an adequate 
supply of natural gas. But chemicals and 
shipbuilding will be “difficult,” said Mr. 
Sridharan, citing the heavy involvement of 
the government sector. “For shipbuilding, 
they can’t do it with public enterprise,” he 
warned. “It’s not flexible enough.” 

A rigid public sector is not the 
only barrier to the reindustri- 
alization of West Bengal. To 
discover one of the most 
significant obstacles, 
one needs look no far- 
ther than the rice pad- 
dies that surround 
the Tata Motor fac- 









tory. As Anupam Ray, associate director of 
KPMG Advisory Services in Kolkata, ex- 
plains, “Land is the biggest issue in the 
mind of investors today.” One of the authors 
of akey December 2007 report, Mr. Ray in- 
terviewed scores of investors, most of 
whom urged the state to re-examine exist- 
ing land-acquisition policies. 

Why is that so critical? At the heart of 
the matter is the age-old struggle between 
agriculture and industry. As industrializa- 
tion gathers pace, the pressure for land in- 
creases. This is true elsewhere in India, and 
in most countries experiencing rapid 
growth. But unlike some peers, West Ben- 
gal remains dependent on agriculture. Al- 
most all of its land is fertile—as a result few 
tracts of land are available for easy trans- 
formation into special economic zones. 

This state also has a unique history of 
land ownership. One of the first things the 
communists did when they came to power 
was introduce land reform. This trans- 
ferred agricultural land to small and mar- 
ginal farmers, something even the cPI (M)’s 
harshest critics acknowledge as an achieve- 
ment. WBIDC’s Mr. Sen says that the per- 
centage of land operated by such small 
farmers is around 84% in the state—by far 
the highest in the country and almost dou- 
ble the national average. 

Now the government that gave land 
needs to take it back—for industrialization. 
Worse, critics say, the self-proclaimed 
communists are doing so on behalf of 
greedy, capitalistic industrialists. Such 
criticism has fueled a violent backlash, in- 
cluding in late 2006 at Singur where the 
Tata Motors factory is be- 
ing built. A much larger 
outburst took place the 
following year over an 

attempt by local cad- 
res to acquire land 
for industrialization 
in Nandigram, atown 
several hours from 
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Kolkata. That resulted in 14 people killed 
by police fire and drew unwanted media 
attention to West Bengal. (As recently as 
early March there were reports of renewed 
tensions.) 

A new land policy, Mr. Ray said, should 
clearly define what type of land can be ac- 
quired; who should be eligible for compen- 
sation (the actual owner of the land and/or 
the people who farm it); and the amount 
and method of compensation. A thorny de- 
bate surrounding land acquisition is the 
role of the state. Given its abysmal handling 
of Singur and Nandigram, many critics are 
calling on the government to remove itself 
from the process altogether. Short of that, 
it should at least give up its self-appointed 
role as middleman between industrialists 
and land dwellers, they say. 

Some land-acquisition efforts have gone 
comparatively smoothly, Mr. Ray notes. 
Take Jsw Steel’s acquisition of a plotin Sal- 
boni, West Bengal. In that case, there was 
little government involvement, and the pri- 
vate sector and land dwellers successfully 
negotiated an agreement. But such cases re- 
main rare, and unless such approaches are 
incorporated into land-acquisition legisla- 
tion, they could remain the exception rath- 
er than the rule. 

But the tricky issue of land-acquisition 
is, in the words of one commentator, “being 
tossed around like a hot potato,” between 
central and state governments. Currently, 
central government is debating the issue. If 
new legislation is passed, it should trickle 
down to the state level, making the land- 
acquisition process less problematic. This 
would make life easier for Kolkata-based 
industrialist and real-estate developer 
Harsh Neotia. Not surprisingly, he is hop- 
ing for an early end to the “complex” land- 
acquisition process. He is calling for 
amendments that prevent “stubborn ele- 
ments” from blocking land sales. If 80% of 
land dwellers agree to sell, he argues, then 
the sale should be allowed to proceed. 


Development Dilemma 


BEYOND THE ISSUE of land acquisition looms 
a larger debate on West Bengal’s overall di- 
rection. Most people in Kolkata agree that 
reindustrialization of West Bengal is an un- 
stoppable trend. Yet voices of dissent can be 
heard in communist circles and society at 
large. One outspoken critic of the govern- 
ment’s embrace of capitalist industry is 
Ashok Mitra, a former West Bengal minis- 
ter of finance who served for a time under 
the state’s last chief minister, Jyoti Basu, 
who ruled from 1977 to 2000. In the living 
room of his Kolkata apartment, sitting un- 
der a photograph of Lenin, the octogenar- 
ian explains why he “differs strongly” with 
Mr. Sen and his cohorts—both on the Tata 
Motors project and the direction they wish 
to take the state. “Tata is lush with money; 
Why should we support them?” he says. 
Mr. Mitra says he doubts employment 
promised by Tata and the government will 
materialize. But more importantly, he ar- 
gues that giant conglomerates like Tata 
aren’t the cure for the state’s economic 
woes. Rather, the government should foster 
medium-sized industries and increase ag- 
ricultural productivity. “But that would re- 
quire planning, and the government doesn’t 
have the technical ability,” Mr. Mitra says. 
Writer and human-rights activist Raja- 
shri Dasgupta is equally cynical about West 
Bengal’s path. Ms. Dasgupta co-wrote a re- 
port on the atrocities at Nandigram. She 
sees the state as “bending over backwards 
to accommodate capitalists.” In the pro- 
cess, she says, the people are being left be- 
hind. “The government should be more 
transparent and take the public into its con- 
fidence,” she says. For around eight months 
following the deaths in Nandrigram, no se- 
nior leader visited the area to express his 
condolences, she claims. “Clearly, the gov- 
ernment has lost touch with the people” 
Yet the cpr ()’s vision for the state has 
its fans, among them some of Kolkata’s 
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more prominent industrialists, such as Mr. 
Neotia and Sanjay Budhia, managing direc- 
tor of Kolkata-based manufacturing firm 
Patton and vice president of the Indian 
Chamber of Commerce. “We are progress- 
ing in a fast way,” he says. “All the software 
majors are here; Wipro, TCS, IBM...” For Mr. 
Budhia, the Tata Motors’ plant will be a 
“milestone” that will attract a host of ancil- 
lary industries to the state. “In spite of 
whatever has happened, the worst is over. 
West Bengal has come a long way.” 


A Treacherous Transition 


THAT MAY BE true, but the question re- 
mains: Will the communists be able to re- 
industrialize the state and keep everyone 
happy? One issue, says Rudrangshu 
Mukherjee, historian and senior editor 
with Kolkata daily the Telegraph, is the sin- 
cerity of the communists’ change of heart. 
“I think we are going through a very critical 
transition, both in terms of the way the 
West Bengal economy is being shaped by 
government policy, and also in terms of 
how die-hard communists are trying to re- 
fashion themselves in a globalized world 
which they cannot whole-heartedly ac- 
cept,” he says. 

Instead, fear, not conviction, seems to 
be the main driving factor propelling the 
communists to seek investment and create 
employment. On the one hand is the fear 
of alienating the growing number of up- 
wardly mobile rural dwellers. Over the de- 
cades, the life of the rural dweller has 
improved, albeit modestly, thanks mainly 
to land reform. And while they remain 
poor, this relative increase in wealth has 
resulted in some important attitudinal 
changes, Mr. Mukherjee says. “They are 
no longer thinking as peasants ... They are 
obviously looking for futures that are out- 
side the rural world.” But three decades of 
neglect in other sectors of the economy 
means the government must now scramble 
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to create jobs lest the rural folk get rest- 
less. “If the government does not feed this 
hunger the electoral bone might crack,” 
warns Mr. Mukherjee. 

On the other hand, if the communists go 
too far, they risk alienating their capitalist- 
hating base. “So how to turn around such a 
ship?” asks Mr. Muhkerjee. “It is not going 
to change without a certain amount of 
bloodshed and violence,” he says. 

Already there appears to be some inter- 
nal frictions within the crt (™) itself, with 
arift emerging between the party’s top ech- 
elons and some of its rank-and-file party 
members. Incidents such as Singur and 
Nandigram further underline discontent 
with the party. Unless checked, cp1 (m)’s 
disgruntled members could swell the ranks 
of other left-wing parties. Some of these 
smaller partners in the Left Front are ques- 
tioning the government’s approach to in- 
dustrialization. Meanwhile, non-leftist 
parties, such as the Trinamool Congress 
party under leader Mamata Banerjee, are 
taking advantage of the tensions and fallout 
from Nandigram and other incidents to win 
over voters. While district-level elections 
are slated for May this year, the parliamen- 
tary elections—which could be called any 
time now—will be the real test for cp1 (~). 
Losses at the polls, could mark the begin- 
ning of the end of the party’s rule in the 
state and a loss of communist influence on 
the central government. 

Pramit Pal Chaudhuri, senior editor 
with the Hindustan Times and a native of 
West Bengal, says the key point is how the 
communists can usher in change without 
triggering anti-incumbency feelings. Han- 
dling this “treacherous transition” is not 
just a question for West Bengal, he says. 
While the specifics may be unique to the 
state, other states in the Union are facing 
similar challenges as economic growth 
triggers greater aspirations among the poor. 
India, and the world, will be watching 
closely to see how West Bengal fares. @&@ 
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Pricing In China’s 
Inflation Risk 


by Jonathan Anderson 





S LONG AS most of us have 
been watching the Chi- 
nese economy, there’s 
rarely, if ever, been a dull 
moment. And the past few 
years in particular have resembled noth- 
ing so much as a roller-coaster ride: from 
rampant overinvestment to a sharply ris- 
ing trade surplus; from property bubbles 
to a stock market bubble and back again, 
and the list goes on. 

What’s the biggest economic topic for 
2008? In a word, inflation. From absolute 
obscurity only a few quarters ago, inflation 
has come raging forward to command the 
full attention of domestic policy makers, 
global investors and even casual observers 
as “the” issue of the moment. 

For seven years following the bursting 
of the 1990s bubble the Chinese economy 
was in outright deflation, as the resulting 
overhang of capacity decimated commer- 
cial profits and pricing power and forced 
final goods and services prices down. As 
late as January 2004, the official consum- 
er price index was no higher than it had 
been in July 1997. Prices finally began to 
rise on average during 2004, increasing at 





an annual pace slightly above 2% for the 
next three years, and economists and pol- 
icy officials generally heralded China’s re- 
turn to a more normal, “healthy” inflation 
environment. 

Since the spring of 2007, however, the 
situation has changed radically. The econ- 
omy, which had already been expanding at 
areal pace of 9% to 10% finally shot across 
the 11% growth barrier in the first half of 
the year. And cpt inflation, ticking over at 
2.2% in January, rose to 3.4% by May, then 
to 6.5% in August, and by January 2008 
reached a whopping 7.1%, with no sign of 
slowing. 

These are the highest growth and infla- 
tion rates that China has seen in more than 
a decade. And on the surface, at least, the 
situation looks very much like a repeat of 
1992, when inflation went from 3.4% at the 
beginning of the year to 11.4% at the end 
and growth accelerated from 9.5% to a 
stunning 14.2% over the same period. 

By 1993-94 the economy was complete- 
ly out of control, with runaway inflation of 





co Mr. Anderson is global emerging markets 
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GROCERY BILLS 


The prices for food in China are soaring, 
but other prices are stable 
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25% at the peak and hair-raising real 
growth numbers in the midteens. And we 
don’t need to explain what happened after 
that: In 1995 to 96 the authorities were 
forced to drag the economy to a painful 
halt, and by 1997 China was shutting down 
tens of thousands of redundant enterprise 
and sending tens of millions of state work- 
ers home. The economy was banished into 
a seven-year deflationary exile. So it’s nat- 
ural for investors and policy makers to 
worry when it looks as if the whole thing is 
starting up again. 

But should they be worried? In fact, 
even the most superficial look at the de- 
tailed figures leads to a resounding “no.” 
If China is facing an inflationary threat to- 
day, then it is certainly one of the strangest 
threats we have ever seen. All the evidence 
suggests that the current spike in prices 
will prove to be temporary, likely fading 
away by the second half of 2008, and as it 
does the prevailing furor over the inflation 
issue will subside as well. 


China’s Food Problem 


THE FIRST CHART nearby shows the break- 
down of historical headline cri inflation 
into food and all other “core” goods and 
services categories excluding food. Back in 
the early 1990s, the situation was very 
clear; prices for everything were shooting 
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up together, and regardless of where you 
looked—food, industrial goods, consumer 
services—you saw inflation rates of 15% to 
25% year on year during the peak period. 
This was the very definition of “broad- 
based” inflation. 

By contrast, this time around all of the 
action has come from food prices. Inflation 
momentum in the rest of the economy has 
been, well, absolutely unchanged over the 
past twelve months, and at a barely signif- 
icant pace of 1.5% year on year to boot. 
Meanwhile, the overall food cp1 basket is 
rising at nearly 20% year on year. In short, 
China doesn’t have broad-based inflation 
today. It has a food problem. 

And as it turns out, the economy doesn’t 
even have a food problem so much as a 
“meat and eggs” problem. The second 
chart nearby shows the breakdown of cP! 
food price movements by category, split 
between meat, dairy and eggs and all oth- 
er food groups. Once again, in the first half 
of the 1990s all food subgroups were rising 
together—but this time virtually the entire 
increase in overall food inflation is coming 
from meat, dairy and eggs alone, with ex- 
treme price shocks reaching 40% year on 
year in the second half of 2007 and out- 
right doubling for some individual goods. 

Does it matter whether inflation is 
coming from sharp increases in a few iso- 
lated goods or more widespread pressures? 
In one sense, not in the least. After all, 
food items make up 27% of the urban 
household expenditure basket (and closer 
to 35% when food service and catering are 
included), with meat, eggs and dairy alone 
accounting for nearly 10%. So when these 
prices increase they are keenly felt by con- 
sumers, and particularly by lower-income 
households. 

On the other hand, as you can clearly see 
from the charts nearby, agricultural prices 
are extremely volatile in China, just as they 
are in every other country, with sharp an- 
nual swings depending on weather and oth- 
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er seasonal supply factors. In other words, 
a sudden, concentrated uptick in food infla- 
tion is virtually guaranteed to be tempo- 
rary—and from a macroeconomic point of 
view, this makes it very different indeed 
from the more broad-based inflation. 

China is no exception. By all accounts, 
the recent jump in food prices has nothing 
to do with macro trends and everything to 
do with cyclical one-off supply factors. Pig 
herds have been ravaged by the so-called 
“blue ear” virus in many parts of China. 
Beef and milk are recovering from an over- 
production cycle that caused prices to fall 
outright from 2005 to ’06. And the same is 
true for poultry and eggs; in 2006 farmers 
were culling flocks because of weak prices 
and oversupply in the market, which natu- 
rally led to rising prices in 2007. All ofthese 
spikes should prove extremely transitory as 
disease passes and farmers readjust output 
once again to market conditions. 

The bottom line is that there’s no need 
for the macro policy authorities to ring 
alarm bells and take drastic measures to 
“squeeze inflation out of the system.” They 
just need to grit their teeth and wait for 
meat and eggs prices to subside. This pro- 
cess may take a little longer than expected 
due to the effect of the severe January and 
February snowstorms on China’s winter 
harvest—but it doesn’t change the funda- 
mental finding that the inflation bout is 
temporary, and that headline cri growth 
should be heading back to around 3% by 
the latter part of 2008. 


And All that Jazz 


AT THIS POINT, many readers familiar 
with the mainland will be erupting into a 
chorus of protest: What about China’s 
overheated demand? What about the flood 
of liquidity rushing into the economy? 
How about skyrocketing commodity pric- 
es and “hidden” energy inflation? Rising 
labor costs? Structural food price pres- 
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sures? And what about the role of infla- 
tionary expectations? 

The short answer to each of these con- 
cerns is that China undoubtedly faces ris- 
ing medium-term inflationary pressures. 
But the starting point is not today’s head- 
line rate of 7.1%. Rather, it’s the current 
core inflation rate of 1.5% year on year, and 
even if underlying structural inflation ris- 
es to 4% or 5% over the next few years this 
is still well below what most economists 
would see as the “pain threshold” for a 
rapidly growing low-income country. 

Let’s start with overheated growth. At 
first glance, China’s headline cpp growth 
rate of more than 11% in 2007 certainly ap- 
pears excessive, and we agree that it is well 
above structurally sustainable levels. 
However, consider where that growth is 
coming from. The main culprit is not con- 
sumption or investment spending at home; 
domestic expenditure momentum peaked 
in 2003 and has been slowing steadily ever 
since. Rather, the real story is the dramat- 
ic increase in the trade surplus, as net ex- 
ports have contributed nearly three 
percentage points to annual cpp growth 
over the past few years. 

And that rising net export balance has 
nothing to do with excessive demand. In 
fact, the main driver of China’s trade sur- 
plus is excess supply pressure at home. And 
this in turn implies that China’s overheated 
growth is actually deflationary; with heavy 
industrial capacity and production out- 
stripping demand by a significant margin, 
profits fell outright from 2004 to ’06 as the 
trade balance soared upward. Perhaps 
those sky-high app growth rates are a bet- 
ter explanation for why core goods and ser- 
vices prices have remained so low. 

Next up is liquidity growth. For many 
analysts the real cause of the current in- 
flationary pickup is uncontrolled mone- 
tary expansion. Macroeconomics teaches 
us that inflation is always a monetary phe- 
nomenon at the end of the day, and with 
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The rise in China’s food prices is concentrated 
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$30 billion to $40 billion dollars showing 
up in China’s reserve accounts on a month- 
ly basis there’s little doubt that the econo- 
my faces very strong liquidity inflows. 

We agree that money growth is a fun- 
damental force behind inflation in China, 
and there is a clear and tight correlation 
between the two over time. But the salient 
point is that monetary factors drive under- 
lying inflation, and not every short-term 
twist and turn in cp! along the way. During 
the deflationary period 1997-2003, the 
measure of broad money, M2, grew at an 
average annual rate of 16.4%. What was 
the comparable pace for the second half of 
2007? Around 17.6% year on year—in oth- 
er words, only slightly higher. 

Base money growth has been much 
lower still, with sharply falling commer- 
cial bank excess liquidity ratios in the pro- 
cess. So while it’s easy to argue that money 
growth may have been nudging core infla- 
tion upward, it certainly can’t explain a 
seven percentage point rise in the headline 
rate. 

The third point concerns upstream 
price pressures; it’s all well and good to 
talk about consumer prices, but shouldn’t 
we be paying more attention to producer 
prices instead? If we look at the most com- 
mon indices such as the raw materials 
price index, the producer price index or 
the corporate goods price index, we see an 


even sharper upturn in recent months, 
with inflation rates now uniformly in the 
8% to 10% range, i.e., higher than the head- 
line CPI rate. Does this mean that stronger 
final goods and services inflation is soon 
to follow? 

Not necessarily. To start with, com- 
modity and intermediate prices are far 
more volatile than final prices. In the Unit- 
ed States, for example, PPI raw materials 
inflation has ranged from minus 40% to 
plus 55% in the past 30 years. The pass- 
through effect on PPI intermediate indus- 
trial prices has been more muted, with 
swings from minus 5% to plus 10%. And 
the impact on final goods and services 
prices? Almost nothing; the U.S. core CPI 
inflation stayed between 1.5% and 5% dur- 
ing the same period, with very little cor- 
relation to upstream trends. Exactly the 
same is true for Japan, Europe and most 
major developing countries as well. 

And even sustained upstream inflation 
pressures take many years to show up in 
downstream indices. Japan’s domestic raw 
materials price index has been rising at a 
13% annual pace since 2003, while cpt infla- 
tion has yet to break into positive levels. Up- 
stream indices have been well above cp1 
inflation in the U.S. and Europe more or less 
continually for the past five years as well, 
again with no strong effect to date on con- 
sumer prices. All told, we’re certainly not 
looking at a commodity-led cost “blowout” 
in China in the next twelve months. 

We should also say a few specific words 
about energy costs. Domestic oil-product 
prices may have fallen below the level im- 
plied by global crude spot prices, but not 
inordinately below. Adjusting for crude 
quality, current Chinese refinery prices 
are roughly consistent with a Brent price 
of $83 to $85 per barrel, compared to the 
actual spot price of $93 over the past two 
months. In other words, if global oil prices 
stay at recent levels Chinese prices may 
have to rise by 10% or so—which in turn 
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implies a cpt increase of only a few tenths 
of a percentage point given the low oil 
product exposure in the household con- 
sumption basket. 

Things are a bit more complicated 
when we turn to coal. Domestic coal pric- 
es have historically been close to interna- 
tional levels, but the gap widened 
considerably over the second half of 2007 
as global prices jumped; unlike crude oil, 
we also expect significant further price in- 
creases to come. Assuming domestic pric- 
es follow suit and that the government 
allows power producers to fully pass 
through input costs to the consumer (both 
very questionable propositions), final elec- 
tricity prices would need to rise by at least 
30% to offset. 

On the other hand, while electricity 
does have a higher weight than oil products 
in the cpt basket, a 30% hike over two years 
would push up overall consumer price in- 
flation by no more than 1% per year. Again, 
this is hardly comparable to the impact of 
the recent food supply shock. 

So far we have stressed the role of cy- 
clical food price shocks in China’s recent 
CPI upturn, but isn’t the rest of the world 
also undergoing a serious bout of food in- 
flation? And couldn’t the problems in the 
mainland today be merely part of a larger 
global structural trend? 

Again, the short answer would have to 
be “no.” Global traded agricultural prices 
have indeed jumped—but mostly in grains; 
soft commodity and livestock prices have 
been relatively weak over the past 12 
months, with virtually zero inflation today. 
In China, by contrast, the entire rise in food 
inflation is coming from livestock, dairy 
and poultry categories. As it turns out, the 
farm sector doesn’t have much in common 
with global market trends, since agricul- 
tural goods in China are mostly nontraded, 
determined by domestic conditions. 

The fourth topic is labor costs. Nearly 
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everyone talks about rising wage pres- 
sures in China, but this is one of the most 
misunderstood issues in the economy to- 
day. There’s little doubt that wage inflation 
is picking up, of course—but not from ur- 
ban workers, who have actually seen stable 
growth in the past few years; the real sto- 
ry is the acceleration in rural incomes and 
rising labor costs in the rural migrant sec- 
tor. This means that the brunt of rising mi- 
grant wages falls on export-oriented light 
manufacturing, and sure enough Chinese 
dollar export prices have shifted from net 
deflation to inflation of nearly 4% over the 
past few years as a result. However, since 
the trend is relatively concentrated in low- 
end goods and exports, it has less impact 
on the core urban cPI at home, which is 
particularly dependent on urban services 
and thus urban labor costs. 

The final question concerns inflation- 
ary expectations. Even if structural fac- 
tors are more gradual and longer-term in 
nature and the current temporary infla- 
tion spike is set to reverse, in many econo- 
mies consumer expectations can play a 
“spoiler” role if expectations of further in- 
flation become entrenched. 

Just not in China, however. The normal 
channels for expectations to pass through 
to real prices are wages, if unions have suf- 
ficient bargaining power, and capital costs, 
as bond yields and related interest rates 
rise. China does have one big national 
union to which most workers theoretical- 
ly belong, but no history whatsoever of col- 
lective bargaining. And the economy has 
yet to develop a working bond market, or 
any other mechanism through which in- 
vestor expectations would affect lending 
costs. 

So China watchers should keep an eye 
out for a slow, sustained increase in core in- 
flation going forward. But the big story for 
late 2008 and 2009 will be the coming fall 
in the headline inflation rate. L 
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Samak: The Fly in 
Thaksin’s Ointment? 


by Pasuk Phongpaichit and Chris Baker 
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HE UNWINDING OF Thai- 
land’s 2006 coup has 
brought Thai politics into a 
topsy-turvy world of actors 
and nominees, smoke and 
mirrors, theatrics and intrigue. The junta 
has gone. Elections are complete. A govern- 
ment is in place. But who really has power, 
for how long, and with what agenda? 

A few months ago, few would have seri- 
ously predicted Samak Sundaravej as the 
next prime minister. Mr. Samak’s political 
career had been all downhill since the late 
1970s. He had retired twice. He seemed to 
have neither the talent nor the ambition for 
the post. Although he is an extreme right- 
wing opponent of rights, liberties, decen- 
tralization and popular participation, he 
now heads a party sporting the name Peo- 
ple Power, and leads a government elected 
on a platform of populist welfare schemes. 

Thaksin Shinawatra, the premier oust- 
ed by the coup, returned to Thailand on 
Feb. 28 swearing his political career was 
over, but neither friends nor enemies be- 
lieve him. After all, he played up the home- 
coming like a returning Messiah, showily 
prostrating to the motherland. Thai poli- 





tics, which had been in the doldrums for 
three years, are now in Wonderland. 

The generals who carried out the coup 
in September 2006 thought they could 
manage the transition back to an elected 
parliament. To this end they used public 
money and state facilities to influence the 
election result, and coup leader Gen. Son- 
thi Boonyaratklin was preparing to enter 
politics as a possible prime minister. But 
the plan failed miserably. The heartlands 
of support for Mr. Thaksin in the north- 
east and far north refused to be bought or 
intimidated. After the junta’s poor perfor- 
mance, the urban electorate rediscovered 
its suspicion of the military in politics. At 
the poll on Dec. 23, 2007, the People Pow- 
er Party, a reincarnation of Mr. Thaksin’s 
Thai Rak Thai party which was disbanded 
for electoral malpractice, won 233 of the 
480 seats. 

The Democrat Party, the principal op- 
position to the ppp, won 164 seats, the best 
performance in its 50-year history. But the 
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new parties concocted with military en- 
couragement to support a Democrat-led co- 
alition government failed to deliver. With 
these numbers, engineering the result by 
poll disqualifications and other judicial jig- 
gling would have been too jarring. Once 
this was clear, all parties except the Demo- 
crats rushed to join a ppp-led coalition, giv- 
ing Mr. Samak a commanding majority of 
316 of the 480 members of parliament. 

Needing someone senior, aggressive, 
and thick-skinned to face down his oppo- 
nents, Mr. Thaksin personally invited Mr. 
Samak to lead the reincarnated party. He 
also wanted to undo the impression that 
he is an enemy of the palace and the army 
establishment, and Mr. Samak is a firm 
royalist. He boasts that his grandfather 
and uncle were medical practitioners for 
former kings. Mr. Samak is also close to 
the army, since for 20 years he was elected 
mp by Dusit, a Bangkok ward packed with 
military camps. 

Mr. Samak did not hide that he was 
Thaksin’s nominee. Under challenge he re- 
sponded, “What’s wrong with being anom- 
inee?” He also did not conceal that the 
cabinet lineup was Mr. Thaksin’s choice. 
Mr. Samak even objected and called the 
preliminary list “ugly” but failed to secure 
any change. Only one of the 35 ministers is 
Mr. Samak’s man. 

Several key jobs have gone to Thaksin 
loyalists. His defense lawyer is foreign min- 
ister; his brother-in-law has the education 
portfolio; a hometown ally has justice; his 
close political aide, Surapong Suebwonglee, 
has finance; and Chalerm Yubamrung, who 
20 years ago gave Mr. Thaksin one of the 
first concessions that made him rich, has 
interior. These loyalists have all the posts 
that might influence the judicial threats to 
the Shinwatra family’s liberty and wealth. 

The rest of the cabinet has the familiar 
look of rewards and spoils. A couple of 
members are major party financiers. The 
rest are faction heads, or nominees of fac- 


tion heads among the 111 former execu- 
tives of TRT who are banned from politics 
for five years. This is a very familiar Thai- 
style cabinet line-up, a comforting return 
to business-as-usual. It is very different 
from Mr. Thaksin’s cabinets between 
2001-06. Gone are the big businessmen or 
their nominees. Gone too are the corpo- 
rate executives supposed to bring modern 
business practice into government (the ex- 
ception is Mingkwan Sangsuwan, former 
Toyota executive, in commerce). This is a 
return to the cabinets of small local busi- 
nessmen—construction contractors, land 
developers, hauliers, fixers—that charac- 
terized the 1980s and 1990s. 

The closest resemblance is to the Ban- 
harn Silpa-archa government of 1995-96. 
Indeed, 12 members of this cabinet are for- 
mer members of that line-up (or their di- 
rect nominees). As with Mr. Banharn’s 
1995 government, every prominent tech- 
nocrat asked to join Mr. Samak’s econom- 
ic team refused. Also similar to 1995 is the 
involvement of figures, like Wattana 
Asawaheme, who are charged with mas- 
sive corruption. In his first week Mr. Sa- 
mak repeated one of Mr. Banharn’s 
famously zany ideas that having more 
small coinage would help slow inflation. 
This retro character suggests the minis- 
ters will be keen to make decisions and 
spend money quickly, and that the cabinet 
will not be sidetracked by visionary proj- 
ects to overhaul the bureaucracy, boost 
growth to spectacular levels, or change 
the social and political order. 

So far, so familiar. But then came Mr. 
Samak’s coup. As soon as he had the offi- 
cial appointment, Mr. Samak announced 
he would not be Mr. Thaksin’s nominee. 
ppp had fought the election on a promise 
to undo the political ban on the 111 former 
TRT executives (including Mr. Thaksin), 
and to amend the new constitution com- 
piled after the coup. But Mr. Samak an- 
nounced that he would turn to these 
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matters only in the fading moments of his 
four-year term—in the process squashing 
widespread expectations that he would 
stand aside as prime minister after a nom- 
inal period. 

Next, Mr. Samak announced he would 
take personal supervision of the “megaproj- 
ects” for mass transit, logistics, water man- 
agement, education and public health. 
These are expected to be the most impor- 
tant work of this government, and its major 
spending. He put his one minister in charge 
of these projects, and another aide to over- 
see the Budget Bureau, police, public pros- 
ecutor’s office, Council of State, and 
intelligence. 

Next, Mr. Samak faced down pressure 
over the appointment of the defense min- 
ister. The coup generals wanted a defense 
minister who would protect them against 
retribution for the coup. The Thaksinites 
wanted to revive the careers of pro-Thak- 
sin officers who have been sidelined. In- 
stead Mr. Samak kept the job for himself, 
and appointed no deputy defense minister. 
This is a very subtle play. It abolishes the 
coup generals’ worst nightmare of a Thak- 
sinite restoration in the military, and gives 
them strong reasons for keeping Mr. Sa- 
mak in place. Mr. Samak paid a visit to the 
chiefs of staff which provided the occasion 
for a public display of camaraderie. 

Finally, in interviews on both CNN and 
Al Jazeera, Mr. Samak announced that only 
“one unlucky person” had died in the mili- 
tary assault on Thammasat University on 
Oct. 6, 1976. Mr. Samak is strongly impli- 
cated in the build-up and aftermath of this 
bloody event. The conventional number of 
deaths is 46, with many more unaccounted 
for. There are plenty of photographs and 
eye-witness accounts of the massacre. Thir- 
ty years ago, Mr. Samak had stated a figure 
of 48 deaths. He repeated his new claim in 
two interviews so it was no slip of the 
tongue. For good measure, Mr. Samak add- 
ed that 78 people who suffocated to death 


after being stacked horizontally in military 
trucks after the Tak Bai incident in south- 
ern Thailand in 2004 “just fell over,” and it 
was their own fault. 

These statements enraged Thailand’s 
democratic activists including several ppp 
members who are veterans of 1970s stu- 
dent radicalism. But Mr. Samak was being 
quite deliberate. He was restating his cre- 
dentials as one of the most right-wing fig- 
ures in Thai politics, capable of the blatant 
distortion of history practiced by totalitar- 
ian governments. He was sending a mes- 
sage to the right-wing establishment that 
he has not changed. Although he has risen 
to the premiership as the nominee of Mr. 
Thaksin, who is cast as the nemesis of the 
palace and army establishment, and al- 
though he is head of a party with the wor- 
rying name of People Power and a 
reputation for populism, he still stands for 
extreme conservatism. 

Mr. Samak’s coup created a situation of 
extraordinary delicacy. On the face of it, 
he has almost no personal supporters in 
cabinet or parliament, and thus depends 
wholly on Mr. Thaksin. But in his early ca- 
reer, when he became youngest-ever inte- 
rior minister, he was helped by the 
patronage of the palace, and he still has 
links with members of the king’s Privy 
Council. He has been close to the army all 
through his career. Although apparently a 
nominee of Mr. Thaksin, is he really a dou- 
ble-agent for Mr. Thaksin’s enemies? Or, if 
that is too conspiratorial, is he a “two- 
headed bird” in the Thai phrase, and did 
Mr. Thaksin miscalculate when choosing 
Mr. Samak precisely because of his conser- 
vative associations? Or did Mr. Samak, at 
this unexpected peak of his political ca- 
reer, simply face a decision whether to be- 
come rich, or glorious? 

Can this delicate structure survive? 
Thailand has had three general elections 
in three years. The prospect of another 
would be boring for the electorate and 
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draining for MPs and party financiers. 
Businessmen want this government to 
make decisions and spend money. These 
ministers are likely to oblige. After the 
mess ofthe last two years, there are strong 
pressures to leave this government alone 
to get on with things. The Thai press is be- 
ing conspicuously restrained. 

The government’s prospects for surviv- 
al depend a lot on the economy, and here 
the signs are cautiously good. The return 
to political business-as-usual should un- 
block local investment. Dropping capital 
controls has improved foreign sentiment. 
The government is committed to populist 
spending that will stimulate consumption, 
and to megaprojects that will invite for- 
eign investment. Three Japanese auto 
makers are building plants to launch an 
“eco-car” under a government-subsidized 
scheme. The rising world prices of energy 
and food crops will help farmers (and thus 
consumption) and agribusiness. The 
fourth-quarter Gpp growth of 5.7%, almost 
a point higher than expectations, is a pow- 
erful confidence boost. Without much real 
government effort, the economy should 
perform well enough to be a reason for 
keeping the same team in power. 

But whether Mr. Samak will remain in 
place is much less certain. That depends a 
lot on Mr. Thaksin. He claims he will re- 
frain from politics and devote himself to 
charity. Nobody believes that. Journalists 
who have recently interviewed him detect 
a desire for vindication and revenge. Lots 
of supporters want him back. It is easy to 
imagine him “reluctantly” responding to 
popular demand. 

But Mr. Thaksin’s return is far from 
simple. He still faces two serious court 
cases—over the Rachada land purchase, 
and over concealment of assets involved in 
the Shin Corp sale. Thailand’s judiciary is 
famous for bending in the political wind, 
and there are some recent signs in Mr. 
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Thaksin’s favor—a conviction against the 
Shinawatra family over tax was reversed, 
another case was dropped, and the Samak 
government has begun to purge officials 
involved in other proceedings against the 
family. Yet, judicial bodies can also be un- 
predictable. The speaker of the house, a 
close Thaksin loyalist, was removed for 
electoral malpractice after only two weeks 
in the job. Thai judges sometimes rebel 
against attempted intimidation. 

Perhaps bigger barriers are the threat to 
Mr. Thaksin’s personal safety, and the resi- 
due of animosity among businessmen and 
the middle class. Mr. Thaksin publicly ex- 
pressed a desire for an audience with the 
king, presumably in the hope that a staged 
reconciliation would ease these tensions. 

Finally, even many in Mr. Thaksin’s 
camp may be two-minded about his return, 
especially those now ensconced in the cab- 
inet. Many are old politicians who teamed 
up with Mr. Thaksin in the early 2000s pre- 
cisely because he was the man of the mo- 
ment, the route to power and office. They 
remained loyal after the coup because the 
coup was a threat to the whole system in 
which they operate. But now they must be 
wondering whether Mr. Thaksin’s return 
would mess things up. For the moment, 
such sentiments play in Mr. Samak’s favor. 
But such sentiments easily change. 

In sum, the generals have gone and a 
familiar, old-fashioned government is in 
place. It will behave like such governments 
do, and eventually generate a flock of cor- 
ruption scandals, but probably survive be- 
cause of a favorable economy. 

But which way out of Wonderland? 
Will there be an attempt to exclude Mr. 
Thaksin, by some means or another, so ev- 
eryone else can get on with things? Will it 
work? Or does Mr. Thaksin have to be re- 
habilitated somehow, and is Mr. Samak’s 
double-agent act part of that process? This 
is the big unknown. Li 
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Higher taxes, a new labor law and the growing demands of China’s 


increasingly sophisticated workers are forcing manufacturers either 
up the value chain or toward the exits. 


Guangdong 
Exodus 
by Alexandra Harney 


HINESE FACTORIES, WHOSE ul- 
tra-low prices have been blamed 
for millions of job losses and 
countless plant closures around the world, 
are falling on hard times. A confluence of 
unfavorable factors—rising energy, mate- 
rial and payroll costs, an appreciating cur- 
rency, higher tax rates and tougher 
environmental and labor regulations—are 
driving thousands of factories in southern 
China’s Guangdong province out of busi- 
ness. Some plants are reopening in cheap- 
er areas in inland China; others are 
packing up and moving to countries like 
Vietnam and Cambodia. Still others are 
closing their doors for good. 
The Federation of Hong Kong Indus- 
tries estimates that 10% of the 60,000- 
70,000 factories Hong Kong-owned 
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factories in Guangdong will close this year. 
In 2007, nearly 1,000 shoe factories left the 
region. In any other country, an exodus on 
this scale would be a national political is- 
sue. There would be angry pickets by laid- 
off employees and complaints from labor 
unions about how the government’s trade 
policies were crippling manufacturing. 
But in China, the popular response 
seems to have been relatively muted. “It 
won’t be too big a problem for the work- 
ers,” says Liu Kaiming, executive director 
of the Institute for Contemporary Obser- 
vation, a labor advocacy and consultancy 
group in the southern city of Shenzhen. 
How could this be? The short answer is 
that China’s economy is growing at such a 
staggering pace that it can absorb the loss 
of even thousands of factories. While it is 
difficult to determine precisely how many 
factories have left Guangdong, those that 
have closed appear to be small by Chinese 
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standards, employing hundreds, rather 
than thousands of workers each. It is likely 
they were not the region’s most efficient or 
profitable plants. 

The longer and more surprising answer 
is that there are plenty of people who actu- 
ally wanted these factories to leave any- 
way. How Guangdong came to be weary of 
the same factories that Western workers 
still fear says much about China today. The 
country’s export manufacturing sector is in 
the midst of a historic transition as the gov- 
ernment reins in preferential policies and 
costs spiral higher. While this shift is likely 
to cause some disruption, it is mostly good 
for China, if not the rest of the world. 

In the late 1970s, as China began to re- 
form its economy after decades of turmoil 
and relative isolation, Guangdong was 
among the first to see the opportunity. 
Beijing gave the province more freedom to 
manage its economy and to attract foreign 
investment. Chinese leaders also put three 
out of four of the first “special economic 
zones” in Guangdong. They hoped these 
zones, which offered preferential tax rates 
and exemptions on import duties, would 
serve as a kind of Venus fly trap for foreign 
technology and investment. 

Their plans worked. Hong Kong inves- 
tors, facing rising labor costs in the then- 
British colony, poured millions of dollars 
into the region, setting up factories and 
workshops near the border. Tens of mil- 
lions of workers flooded out of the country- 
side and into Guangdong. By the mid-1990s, 
Guangdong was a booming light industri- 
al center, producing a growing share of the 
world’s consumer goods. Its success also 
persuaded Taiwanese businessmen like 
Terry Gou to invest. Today, Mr. Gou’s 
Shenzhen factory, owned by Hon Hai Pre- 
cision Industry, employs some 270,000 
people and counts Apple, Hewlett-Packard 
and Nintendo among its customers. 

The export-processing industry made 
Guangdong one of China’s wealthiest re- 
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gions. But it also brought serious social and 
environmental problems. With so many cit- 
ies vying for foreign investment, local offi- 
cials often looked the other way when 
factories violated labor and environmental 
laws to keep investors happy. The tens of 
millions of migrant workers, living for years 
at a time in factory-owned dormitories, 
tested the public infrastructure and the 
management skills of their employers. 

Labor protests and strikes are now com- 
mon in Guangdong. A yawning income gap 
and growing pool of disgruntled migrant 
workers have lifted crime rates. Factories 
in Guangdong have been struggling to find 
staff for five years, driving up wages at dou- 
ble-digit rates. Turnover is so high that 
some factories have to replace their entire 
workforce every year. The province’s air 
and water are now filled with the noxious 
side-effects of its industrial success. And a 
generation of factory owners from Hong 
Kong and Taiwan is reaching an age and a 
standard of wealth that allows for weekday 
golf games. Many of their children see their 
future in finance, not factories. 

It’s hardly surprising, then, that Guang- 
dong’s leaders, like many senior leaders in 
Beijing, want to propel the economy up the 
value chain, away from polluting, resource- 
draining, labor-intensive light industry and 
towards innovative, high-technology and 
service businesses. Over the past two years, 
Beijing has rolled out a series of policies 
that effectively end the last three decades 
of preferential policies toward many export 
manufacturers. It has slashed export tax 
rebates, the lifeline of many otherwise un- 
profitable factories. And it has allowed the 
yuan to float higher. The Chinese currency 
rose almost 7% against the dollar in 2007. 

And while China still has a long way to 
go to improve law enforcement, local gov- 
ernments have started monitoring facto- 
ries’ environmental impact more closely 
and creating new regulations to better pro- 
tect workers’ rights. On Jan. 1, Beijing in- 
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troduced a new contract-labor law which 
tightened requirements for employers and 
gave more power to the state-backed union. 
Foreign investors in southern China say 
some local governments are now refusing 
to license highly polluting industries such 
as leather tanning. Soaring raw material 
prices have added to the pressure on facto- 
ries. Even in labor-intensive industries, raw 
materials can account for 70% of produc- 
tion costs. For the first time in years, manu- 
facturers of many consumer goods are 
raising their prices to foreign buyers, who 
are in turn raising retail prices. 

None of this means that China will cease 
to be the workshop of the world. Its advan- 
tages—modern infrastructure, a large pool 
of relatively cheap labor compared to devel- 
oped countries, and an ecosystem of raw 
material and parts suppliers—cannot be 
quickly replicated elsewhere. And the lure 
of producing for China’s 1.3 billion custom- 
ers in their own market remains. 

The rising costs in Guangdong do mean 
that export manufacturing will be dis- 
persed more evenly around the country. 
Kenneth Chan, whose company, Gates 2 
China, manages design, supply chains and 
logistics for multinational companies, says 
he relies increasingly on factories in the 
northern city of Tianjin as well as the east- 
ern cities of Ningbo, Wenzhou and Nanjing. 
Goods from factories in those areas are 
cheaper than Guangdong, Mr. Chan says, 
but only by 5% to 10%. As these areas de- 
velop, wages have started to rise. In Wu- 
han, in Hubei province, the urban minimum 
wage has nearly tripled since 1995. 

Nor are workers in inland China push- 
overs. One of the pillars of Guangdong’s 
success in export manufacturing has been 
its reliance on migrants. Because their hu- 
kou or household registration was in their 
rural hometowns, these farmer-workers 
had no access to state-subsidized health 
care, education or housing. Living far from 
their families, migrants have been willing 
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to log long hours on the assembly line for 
low pay. Their 18-hour days have been one 
of China’s key advantages in producing 
goods so cheaply. But factories that employ 
local laborers in inland China are less like- 
ly to work those hours. Their employees 
live at home, rather than in dormitories. 
They have children and parents to care for. 
Working conditions tend to be better in in- 
land areas, says Mr. Chan, in part because 
both factory managers and employees are 
local. It’s harder to crack the whip on some- 
body you grew up with. 

At the same time, China’s younger gen- 
eration of workers is increasingly willing to 
stand up for itself. Born after Beijing intro- 
duced its one-child policy in 1979, China’s 
Generation Y comes from smaller families 
and has grown up in a more prosperous 
economy. Factory managers and labor ad- 
vocates say that workers born after 1980, in 
particular, tend to be more selective about 
where they work, more assertive and more 
interested in developing a career instead of 
just earning money as their parents did. 

These workers, while undeniably hard- 
er to manage, augur well for working con- 
ditions in China’s manufacturing sector 
because they are more willing to voice 
their opinions. Employees who care more 
about their workplace might be tomor- 
row’s whistleblowers, raising the alarm 
about product-safety problems or labor 
and environmental violations. 

The current transition should be good 
for China’s factories in other ways. Many 
sectors still struggle with excess capacity, 
which holds prices—and margins—down 
for everyone. “In the household appliances 
industry, where I have 30 years’ experience, 
I still can’t count all of the brands in this 
sector,” says Yu Yaochang, deputy vice 
president of Galanz, the world’s largest mi- 
crowave manufacturer. “But there are cer- 
tainly hundreds, if not thousands.” 
Knocking out the least profitable tier of 
manufacturers should help those left stand- 
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ing to survive. It might even help improve 
the quality of Chinese exports. 

In short, the transition in China’s manu- 
facturing sector will make it seem less ex- 
ceptional. The challenges facing China’s 
manufacturing sector and industrialized 
areas will begin to more closely resemble 
those of more developed countries: How 
can we attract the best talent? How do we 
motivate these people to perform? How do 
we move from being a producer of com- 
moditized consumer products to design 
and development, technology and services? 
What is our competitive advantage? 

Guangdong province is already asking 
these questions. “We have been trying to 
put quality over quantity in economic de- 
velopment,” the China Daily, the govern- 
ment’s official mouthpiece, quoted 
Guangdong governor Huang Huahua as 
saying in February 2007. But innovation is 
hard to achieve by diktat. Guangdong could, 
however, do more to protect intellectual- 
property rights to persuade more high-tech 


Fe tte Eenennaam IAEA TREE OLN reee maaana Araia anaana Aae A AATA e AAAA hth 


firms to invest there. And to keep the facto- 
ries it has, it will need to improve its image 
with migrant workers, who have been mov- 
ing to other provinces in pursuit of better 
working conditions. 

As Guangdong and other parts of China 
invest more in higher value-added indus- 
tries, they will need more engineers, skilled 
technicians and managers. But China’s la- 
bor shortage in this area is more severe 
than among semi-skilled factory hands in 
Guangdong. For China’s economy is devel- 
oping more quickly than its universities. In 
a 2005 report, McKinsey & Co. argued that 
though China had 1.6 million young engi- 
neers, their education’s emphasis on theory 
rather than practice left only 160,000 who 
were suitable to work at a multinational 
company. 

So far, China’s size has been an asset to 
its progress. But it must balance the need to 
move into more sophisticated industries 
with the political and social imperative of 
keeping the masses gainfully employed. I8 


Judgment Day 


by Jonathan Adams and Ko Shu-ling 


T A TAIWANESE-OWNED Stainless 
steel factory in Dongguan, China, 
the ax just fell. Interviewed by 
phone, the firm’s president—who did not 
want him or his company to be identified 
by name—says he just laid off 10 workers 
from his 100-strong workforce, and 
wouldn’t rule out more layoffs. The cuts 
are a bid to soften the impact of a new Chi- 
nese labor law that took effect Jan. 1. “The 
law is hurting business owners a lot, and 
many are worried,” explains the business- 
man. “Taiwanese firms must seriously 
consider lowering personnel costs if they 
want to stay in business.” 

The new law has sent shock waves 
through the Taiwan business community 
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in mainland China. Downsizing is one sur- 
vival strategy. The law mandates contracts 
for all employees, open-ended contracts for 
long-term employees, and health insurance 
and other benefits. Unlike past labor laws, 
it provides more channels for workers to 
bring complaints against employers. The 
net effect, according to businesses, analysts 
and government officials, is a fundamental 
shift in China’s production landscape. “The 
end of rock-bottom Chinese labor is near,” 
says Cheng Tun-jen, an expert on cross- 
strait economics at the College of William 
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and Mary. With that comes the end of Chi- 
na as the world’s cut-rate factory. 

But if Judgment Day is nigh, not all 
firms will get bad news. The damned, say 
observers, are smaller, labor-intensive Tai- 
wan- and Hong Kong-owned manufactur- 
ers in southern cities like Dongguan, and 
their South Korean peers clustered in cities 
like Qingdao. Such firms were pioneers in 
establishing coastal China as a cheap pro- 
duction platform for export. But the new 
labor law is the latest in a series of blows 
that have pummeled razor-thin margins. 

Labor shortages became a problem sev- 
eral years ago in some coastal areas, driving 
up market wages. Material costs have 
soared. The yuan has appreciated by some 
15% against the dollar since July 2005, 
making exports more dear. Last summer 
the Chinese government scrapped or re- 
duced a rebate on a17% value-added tax for 
some exports. And as of January this year, 
China raised taxes on foreign firms’ earn- 
ings to the new, uniform rate of 25% for 
both domestic and foreign firms. 

Can’t firms simply raise prices to cope? 
After all, they’ve done so since 2003 in re- 
sponse to rising wages, as UBS economist 
Jonathan Anderson recently noted. But he 
says the days of resorting to price hikes are 
“coming to a close” because of slowing de- 
mand for Chinese products, and the appre- 
ciation of the yuan. 

Facing that dreary picture, some firms 
are throwing in the towel. The most dra- 
matic example may be South Korean firms. 
Some owners of failed companies have fled 
China in the night to avoid paying debts and 
back wages, a practice the South Korean 
media calls “night flights.” A South Korean 
business association official in Qingdao told 
the Chosun Ilbo that an estimated 20% of 
the 5,000 South Korean firms in that city 
will close down by August due to the harsh 
new business climate. 

The Federation of Hong Kong Indus- 
tries estimates that 10% of the 60,000 to 


70,000 Hong Hong-owned factories in the 
Pearl River Delta will close this year, and 
some 1,000 shoe companies in the area have 
already closed, according to a recent Wall 
Street Journal report. Numbers for Taiwan 
firms are also bleak. Chang Hen-won, hon- 
orary chairman of the Taiwan Merchant 
Association in Dongguan, estimates that at 
least 200 Dongguan-based Taiwanese busi- 
ness owners have left. More are expected 
to leave as the effects of the labor law and 
other changes sink in later this year. 


The End of an Era 


TAIWAN FIRMS ARE typical of low-end 
manufacturers who rushed into China but 
are now eyeing the exits. They started mov- 
ing across the Taiwan Strait in the late 
1980s to make shoes, textiles, toys and 
cheap electronics; that flight turned into an 
exodus after Taiwan’s government official- 
ly allowed China-bound investment in 1991 
as cross-Strait relations eased. For such 
firms, setting up shop in the mainland was 
a far easier business option than expensive 
upgrades or paying rising wages at home. 
The effect was a hollowing out of the 
island’s manufacturing sector. Annual em- 
ployment in Taiwan’s fabled export pro- 
cessing zones dipped sharply to 50,000 in 
1994 from 90,000 in 1987. Politicians be- 
moaned the flight of Taiwanese industry to 
the mainland, and warned it was making 
the island too economically dependent on 
its bitter political rival across the Strait. 
Now, economic forces and policy choic- 
es in the mainland have begun to blunt that 
political threat. “There’s no need for the 
government to have a policy of stopping 
Taiwan businesses from going to China, be- 
cause industrial policy is changing there,” 
says Gordon Sun of the Taiwan Institute of 
Economic Research in an interview last 
year. “Labor and land costs are bigger, so 
naturally [Taiwan businesses] will go some- 
where else. Dependency won’t be an issue 
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because now China is changing.” 

Many Taiwan firms are seeking greener 
pastures, moving production to places like 
Vietnam, the new low-cost platform of 
choice. They’re also eyeing western China, 
where Beijing has left some incentives in 
place to lure foreign money to the poorer 
hinterland. A Chinese Commerce Ministry 
official recently announced that China 
would help Taiwanese firms struggling 
with higher costs by offering loans and oth- 
er incentives if they expand inland. 

Some have already done so: Contract 
electronics giant Hon Hai, for example, has 
opened two “megasites” for production in 
inland areas in the past three months. And 
inland industrial hubs like Chongqing have 
already attracted investment from Taiwan- 
ese firms like chemicals giant Formosa 
Plastics and memory chip maker Promos. 

Meanwhile, the Taiwan government 
has actively touted alternatives to China. 
The latest candidate: India. The economics 
ministry recently announced a public-pri- 
vate partnership to develop a1,200-hectare 
industrial zone in Andhra Pradesh state. 
They are specifically targeting investment 
from Taiwan firms hit by rising costs in 
China. 

Still, India has far to go in becoming an 
investment target on par with China: Tai- 
wan statistics showed $400 million invest- 
ed by Taiwan manufacturers as of last July, 
compared to cumulative Taiwanese invest- 
ment in China that by one government es- 
timate has reached $150 billion. 

Taiwan’s government is pushing anoth- 
er option: come home. A decade or two after 
first moving into mainland, some Taiwan 
businessmen are responding to that call. 
They’re taking advantage of free or slashed 
rent at Taiwan’s industrial parks and other 
incentives. Berton Chiu, director general of 
the Department of Investment Services un- 
der Taiwan’s Ministry of Economic Affairs, 
says that the Taiwan government in Sep- 
tember 2006 launched a program to wel- 


come back Taiwanese firms, after hearing 
complaints about the mainland’s harsher 
business climate. Since then, 70 mainland- 
based firms have moved back to Taiwan or 
plan to. “Compared with 15 or 20 years ago, 
mainland China isn’t so good for some in- 
dustries.” says Mr. Chiu. “They feel they’re 
not as welcome there as before.” 

Steven Tsai is one Taiwanese business- 
man who has come back. Ten years ago he 
moved to Dongguan, where he started ex- 
port businesses in porcelain, hardware, 
souvenirs, computer parts and cell-phone 
panels. His businesses now employ some 
1,000 workers in China. But for Mr. Tsai, 
the mainland has lost its investment al- 
lure. He estimates his costs rose 10% from 
the new labor law alone and also cites the 
rising yuan, higher taxes and new envi- 
ronmental regulations as burdens. 

While China was getting increasingly 
forbidding, Taiwan’s government offered 
him incentives to return. So in September 
last year, he moved back to Taiwan with his 
wife and family. He’s not getting rid of his 
mainland factories, but he has decided 
there’s very little room for expansion. In- 
stead, he’s invested $90,000 in an “Ocean 
World” development back in Ilan County 
on Taiwan’s northeast coast. He’s bullish on 
the Ocean World project because it’s near a 
new tunnel that opened in 2006, sharply re- 
ducing travel time from the capital Taipei, 
and he’s mulling more investments nearby 
in hotels or electronics. 

But not all business owners are feeling 
as much pain in China as Mr. Tsai. Taipei- 
based ABN AMRO analyst Steven Tseng says 
in a phone interview that the big Taiwanese 
contract electronics manufacturers he cov- 
ers already offer competitive wages and 
benefits similar to those now mandated. 
Such firms are clustered in places like the 
Kunshan special zone outside Shanghai. In 
the long term, he says, the law could even 
benefit big firms like Hon Hai and Wistron 
as smaller competitors get “shaken out.” 


31 FAR EASTERN ECONOMIC REVIEW ce March 2008 


Meanwhile, such firms are more likely 
to pursue a hedging strategy rather than 
leave. “They may not necessarily move out 
of China, but clearly they'll diversify their 
concentration of risk,” says Mr. Tseng. 
“They'll rely a lot on China, but they’re also 
looking elsewhere—Vietnam, Brazil, Mex- 
ico and Eastern Europe.” 

Take Quanta Computer, the world’s 
biggest contract laptop maker. For Quanta, 
labor costs represent only some 2% of total 
production costs, according to a company 
spokesperson, who asks not to be identi- 
fied by name. The company’s factories are 
near Shanghai, where wages are the high- 
est in China. 

The new law mandates about 840 yuan 
per month wages in the Shanghai area; 
Quanta was already paying roughly 800 
yuan per month for such workers, accord- 
ing to a company spokesperson. (wages 
of 500 to 600 yuan are more typical in 
southern China.) That’s greatly lessened 
the impact of the new labor law, though 
Quanta’s suppliers are feeling the pinch. 

Quanta said in January that it too is 
considering increasing production in Viet- 
nam and other locations (Hon Hai started 
production in Vietnam this summer and 
has said it will boost investment to $5 bil- 
lion). “We’ll still expand in China, but 
we’re keeping our eye on other alterna- 
tives,” the Quanta spokesperson says. Viet- 
nam has one major sweetener for Quanta 
and others: its tax policy. While China has 
now hiked taxes on corporate earnings for 
foreign firms to 25%, Vietnam is sharply re- 
ducing taxes. 


What the Future Holds 


THE UNEVEN EFFECTS of higher China 
costs point to a longer-term trend. China’s 
new labor law will likely foreshadow a 
structural shift in China-bound invest- 
ment. Flows to low-end manufacturing will 
dwindle, while investment in high-end 
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manufacturing like Quanta Computer’s, 
and in services, will rise. In fact, that’s Chi- 
na’s aim, observers say: Beijing is encourag- 
ing foreign investment in value-added 
industries that bring China expertise, tech- 
nology and better jobs, while slowing in- 
flows of investment into low-end sectors. 

National Chengchi University econo- 
mist Lin Chu-chia says labor-intensive Tai- 
wanese manufacturers who are forced out 
will likely be replaced by a new wave of in- 
vestment by Taiwanese retail chains, phar- 
maceutical firms and high-tech services. 
“China could change from the world’s fac- 
tory to the world’s market,” says Mr. Lin. 

That won’t happen overnight, of course. 
And it’s still not clear whether the depar- 
ture of low-end Taiwanese firms will be a 
trickle or a stampede. “It will take six 
months to a year to see how much impact 
the law will really have,” says Andrew Yeh, 
chairman of the Taiwan Merchant Asso- 
ciation in Dongguan. In the meantime, Tai- 
wanese managers are waiting nervously to 
see just how bad business will get. 

Wu Chin-ching is one. His firms, in- 
cluding Lung Tai Chemical, have exported 
processed chemical products from the 
mainland since 1993. He says in a phone in- 
terview that he’s had to hike his 600 work- 
ers’ wages an average of 70% because of the 
new law. But the real pain has come from 
the yuan’s appreciation and higher taxes. 
Altogether, he estimates production costs 
have gone up 30%, some of which he’s had 
to pass on to customers. 

As a result, he’s set to shut down any of 
his factories still bleeding money by July. 
He doesn’t think he’ll move to Vietnam or 
inland China, because he would have dif- 
ficulty finding the materials he needs there, 
including calcium carbonate and clay. For 
Mr. Wu, there’s nothing to do but dig in. “I 
can grit my teeth and keep my business 
alive,” says Mr. Wu. “But I’m more worried 
about my clients, who may find it difficult 
to cope with rising prices.” 
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Race Politics 
Hobbles Malaysia 


by Simon Montlake 


ON gt OD fn: 


N THE UNITED States, ana- 
tion that likes to see itself 
as a color-blind meritocra- 
cy, debating the electoral 
prospects of Senator Bar- 
rack Obama, an African-American, can be 
a delicate matter. No such decorum applies, 
however, in multiracial Malaysia, where 
federal and state elections take place this 
month. Race is the electoral x-factor, and it 
doesn’t whisper: it screams. To cast a vote 
along racial lines is expected. Such habits 
are hardwired into a race-based party po- 
litical system that has endured, almost un- 
altered, since independence in 1957. The 
country’s current prime minister, Abdullah 
Badawi, who scored a big win in 2004, is 
betting that this system can deliver another 
victory on March 8. The question is at what 
cost to Malaysia’s long-term prosperity and 
dynamism? 

In Malaysian elections, ideological dif- 
ferences and personal mudslinging are sec- 
ondary to communal and religious loyalties. 
Each party seeks to corral its racial constit- 
uency into the ballot box. Ethnic Malays 
are urged to support the Malay-led Nation- 
al Front coalition, lest the other races 
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squeeze them out. To the outsider, such a 
scenario is farfetched: Malays, the domi- 
nant race by dint of population and native 
roots, command the heights of public life. 
Mr. Abdullah, like his predecessors, is a 
Malay-Muslim. Senior ranks in the civil 
service, judiciary and security forces are 
overwhelmingly Malay. But in the zero- 
sum game of Malaysian politics, to assert 
forcefully the rights of non-Malays is to 
challenge the political and economic status 
quo. 

This explains the recent uproar over the 
emergence of the Hindu Rights Action 
Force, or Hindraf, an Indian activist net- 
work. Its ability to mobilize tens of thou- 
sands of angry Indians last November was 
a challenge to Mr. Abdullah. In response, 
the courts jailed five Hindraf leaders. Hin- 
draf has also turned the tables on the Ma- 
laysian Indian Congress, the junior partner 
in the governing coalition. Its veteran lead- 
er Samy Vellu knows that his position in the 
cabinet is contingent on delivering the In- 
dian vote. Hindraf supporters are likely to 
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desert his candidates, though. That puts a 
question mark over the mic’s bargaining 
clout in a future coalition. 

Yet far from forcing the government to 
address their long list of grievances, par- 
ticularly economic marginalization, a pro- 
test vote by Indians may simply further 
weaken Mr. Vellu, their lone ethnic voice 
in the cabinet. Some Malaysian-Indian in- 
tellectuals even warn that Hindraf’s tac- 
tics are election fodder for Malay politi- 
cians who seek to exploit and prejudices of 
their followers. In this scenario, a collapse 
in the government’s Indian vote may be 
matched by a strong turnout by Malays. 

Government aides defend the decision 
to imprison Hindraf leaders as necessary to 
prevent violence that may have resulted in 
another high-profile rally in Kuala Lumpur. 
Hotheaded Malays had threatened to take 
the fight to Hindraf supporters, these aides 
say, raising the specter of race riots. Such a 
risk cuts deeply in Malaysia, particularly 
for Mr. Abdullah’s generation who recall 
deadly postelection racial clashes in 1969. 
So the price of stability and social harmony, 
to Malaysia’s governing elite, could be the 
curtailment of civil and political rights. 

But to some observers, the government’s 
handling of Hindraf and other protest 
movements underscores Malaysia’s leader- 
ship challenge. Malay politicians only know 
how to posture, heckle and, when in doubt, 
send in the riot police. The kinds of protests 
that pass off peacefully in Manila or Jakar- 
ta, where security forces have learned from 
experience how to contain crowds, are li- 
able in Kuala Lumpur to end in chaos. Last 
November, while Malaysia’s state broad- 
casters stood clear, foreign networks car- 
ried powerful images of columns of riot 
police breaking up the Hindraf rally with 
cannons and tear gas. Information Minister 
Zainuddin Maidin’s response found its way 
to YouTube. The opinion of some was that 
any defiance of a government order—pro- 
tests are routinely ruled illegal—could be 


regarded as treasonous. 

This mindset is increasingly prevalent 
among Malay politicians who tune out dis- 
senting voices, says Bridget Welsh, assis- 
tant professor of Southeast Asian studies at 
Johns Hopkins University. A longtime Ma- 
laysia watcher, she argues that Mr. Abdul- 
lah has allowed Malay chauvinism to choke 
off the pragmatism that has long guided the 
country’s policymakers. Instead of trying 
to tackle worsening race relations, the gov- 
ernment is taking the opposite tack. “When 
they use force, it only backfires. Using force 
is all they know. Malaysia’s government 
doesn’t realize that criticism can be a good 
thing,” she says. 

Race determines much more than whom 
Malaysians elect to parliament. It deter- 
mines where they live, pray, eat, socialize 
and school their children. The fault lines 
have hardened in recent decades, particu- 
Jarly in education and public service. Ma- 
laysia celebrates its diversity, slickly 
packaged for tourism, but social integra- 
tion, it seems, isn’t on the menu. Some ana- 
lysts blame the spread of conservative Islam 
teachings that stress the separation of Mus- 
lims from non-Muslims. Once secular pub- 
lic schools now have Muslim prayer rooms. 
This trend began in the 1980s, when former 
Prime Minister Mahathir Mohamad tried 
to outflank pas, the Islamic opposition par- 
ty, with more overtly Islamic policies. The 
current debate over the erosion of secular 
legal rights for non-Malays as Shariah 
courts assert their primacy on family law 
can also be traced back to Mr. Mahathir’s 
office. 

The foregrounding of racial politics over 
national identity isn’t new or unique to Ma- 
laysia, of course. But a recent national youth 
survey conducted by the Merdeka Center, 
a nonpartisan organization, suggest that 
the views of young Malaysians are skew- 
ered by race, to an extent that a previous, 
less segregated generation probably didn’t 
share. Asked whether they thought that 
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Malaysia’s government treated everyone 
equally, 58% of ethnic Malays agreed, while 
37% disagreed. For Chinese and Indians, 
the answers were reversed: 59% and 58%, 
respectively, disagreed with the statement. 
Another question evoked a similar cleaving 
of youth opinion: Are Malaysians free to 
speak what they think without fear? While 
67% of Malays agreed, only 44% of Chinese 
and 56% of Indians concurred. The polling 
was carried out before the Hindraf mass 
protest and subsequent crackdown. 

Managing race relations is a challenge 
in any multiracial, multi- 
faith society, and even 
countries that actively 
promote communal inte- 
gration, such as the U.S., 
often stumble over racial 
and religious fault lines. 
Simply tag Senator 
Obama as a Muslim and 
watch sparks fly. For all 
the heat and passion gen- 
erated by Hindraf and 
other protest movements, 
as well as the cut and 
thrust of electoral politics, Malaysia isn’t 
a racial tinderbox. On the streets of Kuala 
Lumpur, ordinary Malaysians rub along, 
with their divisions oiled by humor, shared 
interests and pragmatism. As a former 
British colony, and reaching back earlier 
to the 16th century heyday of Malacca as 
an Asian trading hub, Malaysia shares 
with Hong Kong and Singapore a mercan- 
tile, secular openness and respect for di- 
versity. Indeed, this treatment of different 
races might be the secret of its success, 
both as a colonial state and as a modern 
Asian nation. It’s an old story: absorb the 
talent and energy of newcomers and har- 
ness them to the common good. Then 
watch the economic transformation. 

But can this openness survive the po- 
litical forces roiling modern Malaysia? As 
one government aide put it, the country has 





Prime Minister Abdullah Badawi is betting race pol- 
itics will deliver a second term in March elections. 


done reasonably well for the more than 50 
years since independence. The next 50 will 
be more challenging, though. One reason 
is demographic: Malays have larger fami- 
lies than other races. Moreover, immigra- 
tion policies favor arrivals from Muslim 
countries, both for migrant labor and per- 
manent settlers. Minorities in Malaysia 
who complain about economic and politi- 
cal discrimination are convinced that Mus- 
lim migrants will be absorbed into the 
Malay voting bloc, further relegating non- 
Malays. Far from embracing openness, 
Malaysia is playing poli- 
tics with immigration. In 
January, stricter rules 
were imposed on over- 
seas Indians working in 
Malaysia in the wake of 
the Hindraf rally. 

Fed up with second- 
class treatment, minori- 
ties are voting with their 
feet. The brain drain is 
hard to quantify, as many 
white-collar Malaysians 
emigrate to Singapore and 
elsewhere without giving up their pass- 
port. Time magazine reported last year 
that around 70,000 mostly Chinese Ma- 
laysians had renounced their citizenship 
over the last 20 years. It’s not only the chil- 
dren of the privileged who move on. An 
Indian taxi driver explained that his uni- 
versity-educated daughter had moved to 
Singapore after failing to land a civil ser- 
vice job in Malaysia. She is now stamping 
passports at Changi Airport, he related 
proudly. That such a position was denied 
to her in Malaysia speaks volumes about 
how public jobs can be allocated, and the 
difficulty of reforming such a system. 

The heart of Malaysian politics, beating 
away after nearly four decades, is the New 
Economic Policy adopted in the wake of the 
1969 race riots. The NEP laid out affirmative 
action for Malays, who resented the Chi- 


REUTERS 


38 FAR EASTERN ECONOMIC REVIEW == March 2008 





nese for dominating the private economy. 
Privileged access to government contracts, 
privatized share allocations, civil service 
jobs and university places has created a 
Muslim-Malay middle-class. Foreign ana- 
lysts draw comparisons to South Africa’s 
pro-black policies since its democratic 
transformation, while pinpointing the same 
structural weakness of such a system, 
namely the risk of political corruption. 
While ordinary Malay bumiputras, or na- 
tive sons, have reaped the benefits of the 
NEP, Malay politicians are the biggest win- 
ners, since they are the gatekeepers. Com- 
panies succored by such largesse are 
unlikely to compete on the global stage. It’s 
also proven an impediment to negotiating 
a bilateral trade deal with the U.S., which 
wants to include government contract bid- 
ing in any final agreement. 

Such criticism is unpopular in Malay- 
sian government circles, though. To ques- 
tion the NEP is to arouse the fury of Malay 
firebrands. Former European Commission 
Delegation head, Thierry Rommel, has 
been among those vilified for labeling bu- 
miputra privileges as protectionism. In 
2006, academic Lim Teck Ghee was forced 
to resign as director of the Center for Public 
Policy Studies after it released a report that 
claimed the ner had already achieved its 
goal of lifting Malay corporate ownership 
above 30%. This figure is hotly disputed in 
Malaysia. The official figure in 2004 was 
18.9%, but Mr. Lim and others believe it’s 
much higher, given Malay control of gov- 
ernment-linked companies. In 2006, Mr. 
Abdullah effectively reset the longstanding 
target of 30% bumiputra equity to 2020 as 
part of a five-year economic plan. Non-Ma- 
lays suspect that the economic playing field 
will never be leveled, though. Only by con- 
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verting to Islam, they joke, can they hope 
to get a seat at the table. 

The NEP was devised as part of a broad 
antipoverty policy. Government officials 
say goals aren’t race specific, and point to 
higher incidences of poverty among Ma- 
lays, particularly in rural areas. Mr. Abdul- 
lah has sought to spread wealth into these 
areas by promoting economic zones, such 
as the Iskandar Development Region in Jo- 
hor Baru, across from Singapore. Such proj- 
ects are getting a full airing in the current 
election campaign. After decades of oil-fed 
expansion in Kuala Lumpur and Penang, 
spreading the growth more widely is a wise 
move. But the NEp means that government 
contracts to build the zones are awarded 
based on race, not competency or price. If 
the ultimate goal is to overhaul Malaysia as 
a competitive economy, such embedded 
cronyism has its own built-in limitations. 

Debunking the NEP is easy. Voting it out 
will be much harder. Why would a majority 
dismantle its own privileges? Perhaps this 
is the ultimate handicap of Malaysia’s race- 
based coalition and the zero-sum game of 
racial politics. Only Anwar Ibrahim, the 
former deputy prime minister cast out in 
1998 by Mr. Mahathir, dares oppose the 
NEP. Given that his audience is largely Ma- 
lay, credit is due for challenging dogma. But 
Mr. Anwar is still hostage to racial politics. 
His efforts to engineer a secular opposition 
don’t convince non-Malays, who remember 
Mr. Anwar as a firebrand Muslim. 

In opposition, as in government, the 
same rules apply in Malaysia: race comes 
first. It will take a visionary leader to bal- 
ance the demands of Malay privilege with 
the long-term needs of the country. So far, 
Mr. Abdullah has shown that he is not that 
leader. t | 
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How Long Before 





The ‘Bulldozer’ Stalls? 


by Michael Breen 





UT TWO JAPANESE on a 
desert island, and they’ll 
form one political party. 
Put two Koreans on an is- 
land and they’ll form 
three—one each and a coalition. 

Political scientists used to tell this old 
joke to explain why North and South Korea 
were dictatorships: Koreans were so frac- 
tious, they said, that they needed tough 
leaders who cracked skulls. This curse was 
most tragically expressed by their division 
into rival halves and the bloody civil war of 
the 1950s. But now, in South Korea at least, 
this noncompliance explains a strength. 

There was a time when Asian democ- 
racy looked set to spread with Confucian 
characteristics. Singaporean paternalism 
and consensus politics in Japan, where 
ruling parties stayed in power forever, 
seemed to point the way forward. But the 
Koreans have knocked this assumption 
squarely on the head. A passionate and col- 
orfully chaotic people, the Koreans are 
now among the most democratic of all East 
Asians. In just five presidential elections, 
power in Korea has already bounced over 
to opposition parties twice. 





The latest oppositionist to win is Lee 
Myung-bak, who was inaugurated last 
month. As the first businessman ever to be 
elected to the top office, Mr. Lee faces high 
expectations from South Koreans. “This is 
the first time I have felt optimistic when a 
new president has been inaugurated,” said 
Choi Sun-hee, a 38-year-old management 
consultant. 

But don’t let that fool you into thinking 
she won’t turn critical. Ms. Choi may be a 
supporter now, but she tellingly ignored 
the television in the office which relayed 
Mr. Lee’s inauguration speech live. In fact, 
only two non-Korean employees watched 
while the Korean staff got on with their 
work. This scene neatly captured a telling 
difference. Much is being made by foreign 
commentators of Mr. Lee’s promise to end 
the politics of “ideology” and to usher ina 
new era of economic growth on the basis 
of “pragmatism.” But Koreans don’t pay 
much attention to such politician speak. 
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They expect much but will wait and see if 
he can achieve his promises while running 
the gauntlet they create for him. If he trips 
the knives will come out. 

In fact, they’ll come out anyway. The 
last four presidents have followed the 
same pattern of high popularity and ex- 
pectation at the start only to find them- 
selves unpopular by the end of their 
five-year term. This pattern has borne no 
relation to their achievements. Dislike of 
authority comes naturally to Koreans. 
They experience a high level of interfer- 
ence and irritation in their lives with par- 
ents pushing them at school and muscling 
in on their choice of marriage partners, an 
often abusive work culture, and a govern- 
ment that sticks its nose in and pushes 
them around. At the same time, though, 
they appreciate that tough love gets re- 
sults. While a front page photograph last 
month of Mr. Lee jogging at 7 a.m. in sub- 
zero temperatures with cabinet nominees 
might have confused Westerners, to Kore- 
ans it suggested that he would treat those 
leaders harshly in order to get things done. 
When someone has political power, Kore- 
ans accept tough rule but they also expect 
much. Democracy now allows them to let 
rip the minute they lose faith. 

Politicians also contribute to this pat- 
tern by overpromising. In his inauguration 
speech, Mr. Lee could well have promised 
a tough road ahead to achieve his ambi- 
tious economic goals. Instead, he prom- 
ised that he would do it, thereby both 
putting no burden on his listeners to par- 
ticipate and setting himself up for a fall. 

But, for now, he is bathing in light. It is 
Mr. Lee’s curriculum vitae that has in- 
spired the most hope. Known as the “bull- 
dozer” for his can-do style, the former 
Hyundai chief executive was one of the 
pioneers of Korean construction in over- 
seas markets. Given that a business is not 
a democracy and that Mr. Lee ran a 1970s- 
era Korean construction firm, not Google 


Inc., he’s got some unlearning to do to 
manage an increasingly sophisticated 
economy. He was most recently the mayor 
of Seoul. But his experience in city hall 
may also require some unlearning. Mr. Lee 
cracked the whip but his team of bureau- 
crats there was relatively small. 

And, let’s remember, the presidency is 
unlike any other job. As American presi- 
dential history demonstrates, for example, 
a successful governor may be a poor pres- 
ident, and vice versa. A track record doesn’t 
count for as much as character and phi- 
losophy, and the nature of issues faced. So, 
what are the issues he faces and what be- 
liefs and habits inform his style? 

Mr. Lee campaigned on a platform of 
economic change under the slogan “747 
Economy,” which promised 7% growth, a 
doubling of per capita income to $40,000, 
and making Korea the world’s seventh 
largest economy (it’s now the eleventh 
largest). Despite perceptions to the con- 
trary, the economy was not doing all that 
badly under his predecessor, Roh Moo- 
hyun, whose 5-year term saw 4.5% average 
yearly economic growth which means the 
bulldozer is going to have to work hard. 

Mr. Lee is proposing a change in atti- 
tude and atmosphere. He’s talking about 
welcoming foreign investment, cutting 
taxes, reducing red tape, downsizing gov- 
ernment, signing free trade agreements 
with the United States and other coun- 
tries, and encouraging labor to cooperate 
more with management. Downsizing gov- 
ernment and cutting taxes are new direc- 
tions, but otherwise he is continuing the 
approach of his two predecessors. 

Despite this, foreign business is excited 
by what they take to be an end to the “anti- 
foreign investor” sentiment that can make 
doing business with Koreans difficult. But 
what many fail to appreciate is that Kore- 
ans have just as much difficulty doing busi- 
ness with Koreans. The source of many of 
those difficulties, the prosecutors and the 
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media, do not especially sharpen their 
knives for foreigners. Indeed, they are often 
lenient with foreigners. 

Mr. Lee says he wants to promote en- 
trepreneurialism. Korean leaders have 
been saying the same for the past quarter 
century when in reality a handful of large 
conglomerates, such as Samsung and LG, 
have grown from strength to strength and 
continued to dominate the economy. An 
advantage is that having worked inside 
one of these chaebol, as they are called, he 
knows how they’ve 
managed to achieve this. 
If he puts a special em- 
phasis on small and me- 
dium enterprises, he 
will need to rein in the 
conglomerates and may 
know how to do it—but 
at this point there are no 
indications that he in- 
tends to do so. 

The core question is 
whether, in order to ful- 
fill his growth goals, Mr. 
Lee’s administration 
proves to be pro-busi- 
ness or pro-market. In 
Korea, this is a key dis- 
tinction. Korean leaders have, historically, 
not trusted the market. Indeed, when for- 
eign investors complain about anti-for- 
eignism what they are really caught up in 
is the quicksand between the way Korea 
tends to talk to the international commu- 
nity—as a free-market democracy—and its 
mercantilist tendencies according to which 
government is expected to take the lead, 
with priority consideration for Korean 
firms. This has changed in the past decade 
but not completely. 

Mr. Lee has strong interventionist ten- 
dencies. On the other hand, his finance 
minister-designate, Kang Man-soo, and 
his economics secretary, Kim Jung-soo, 
are free marketeers. Mr. Lee has also talk- 





The honeymoon period for South Korea’s new president, 
Lee Myung-bak (pictured with his wife), may be short. 


ed about the Dubai model, and he is ad- 
vised by David Eldon, former chairman of 
HSBC Holdings PLC and current head of the 
Dubai International Finance Center. 

On the foreign-policy front, Mr. Lee 
wants to reassure Washington that South 
Korea’s relationship with the United States 
is critical. Indeed, he wishes to do that 
with Japan and the other major partners. 
The U.S. and Japan have long been South 
Korea’s closest allies, but from the com- 
mentary that periodically comes out of 
Seoul and goes uncor- 
rected by leadership, 
you would think they 
were enemies. Hopeful- 
ly, Mr. Lee will end this 
immaturity and not be 
afraid to remind Kore- 
ans who their best 
friends are. It is telling 
that his first visitors on 
his first day in the Blue 
House were, in order, 
Japanese Prime Minis- 
ter Yasuo Fukuda, for- 
mer Chinese Foreign 
= Minister Tang Jiaxuan, 

Russian Prime Minister 
Viktor Zubkov, and U.S. 
Secretary of State Condoleezza Rice. 

The big issue for any South Korean 
president is of course North Korea. There 
was a time when the two Koreas were 
locked in life-or-death competition and all 
government policy was rightly subordinat- 
ed to unification policy. This was handled 
above the cabinet, by the Blue House and 
the intelligence agency. Anyone else who 
got involved risked arrest and torture. In- 
deed, one politician in the 1950s was exe- 
cuted for proposing talks with North 
Korea. Even Kim Dae-jung, before he be- 
came president, was accused of being a 
communist for daring to propose a formu- 
la for reconciliation. 

As it became clear that competition was 
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over and North Korea had to be engaged, 
policymaking moved to the unification 
minister; who was promoted to deputy pre- 
mier. President Lee views North Korea as 
just another issue and in his proposed re- 
structuring wanted to abolish the ministry 
and hand policy over to the foreign minis- 
ter. This plan was thwarted by the Nation- 
al Assembly and the Unification Ministry 
was retained. In response, Mr. Lee nomi- 
nated Nam Joo-Hong, who did not think 
North Korea was worth engaging until they 
had something sensible to say. But Mr. Nam 
withdrew after being criticized because his 
children have U.S. citizenship, not exactly 
acrime but a common strategy to avoid mil- 
itary service and bad public relations for a 
would-be public figure. 

And herein lies a sample of the unruli- 
ness of Koreans on one side and the lack of 
savvy of the new president in walking 
right into it. In addition to Mr. Nam, two 
women also took their names off the list 
rather than embarrass Mr. Lee after the 
opposition criticized them for owning too 
much property. 

Even his choice for prime minister, 
Han Seung-soo, came under serious attack 
before being confirmed at the end of the 
month. On the face of it, the objections 
were absurd, but they illustrate the gaunt- 
let that Mr. Lee will be running. Mr. Han, 
who was the United Nations Secretary- 
General’s Special Envoy on Climate 
Change, is one of the country’s most ca- 
pable and experienced public figures. He 
taught economics at the universities of 
York and Cambridge and at Seoul Nation- 
al University, Korea’s top college, before 
entering the National Assembly. For over 
a decade and a half he served the first 
three democratically elected presidents as 
minister of trade, ambassador to the U.S., 
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presidential chief of staff, minister of for- 
eign affairs, and minister of finance and 
economy. 

His crime being considered during the 
confirmation hearing was “property spec- 
ulation.” Apparently he bought an apart- 
ment 30 years ago in what later was to 
become the wealthy part of Seoul. Law- 
makers grilled him on his $2 million “for- 
tune.” It’s important to appreciate that the 
average price of an apartment in Seoul is 
half a million dollars and that middle-class 
Koreans feel like failures if they can’t pay 
for their children through college in the 
U.S. and buy apartments for them when 
they marry. Two million dollars hardly 
‘represents a fortune. Lawmakers know 
that but they pander to the gallery of peo- 
ple with less who delight in their still-new 
postdictatorship pleasure of seeing their 
leaders squirm. What should be noted here 
is that none of these candidates had actu- 
ally done anything wrong and none were 
being questioned on matters of policy, phi- 
losophy or competence. 

As this experience indicates, Mr. Lee’s 
honeymoon period, or the time it takes for 
dissension to rear its ugly head, may be 
shorter than the one his predecessors en- 
joyed. What used to be a year may now 
have shrunk to months or weeks. This pro- 
cess is a nebulous one and is usually not 
based on any specific misstep. It’s just 
comes from a general dissatisfaction. For 
example, at a dinner the day after the in- 
auguration, one senior business executive 
and his friends, who all insisted on ano- 
nymity, were referring to the president as 
“Two Megabytes.” This play on Lee M.B.— 
the “I” is silent in the South Korean pro- 
nunciation of his surname and “ee” means 
“two”—was intended to suggest that he 
has a limited capacity. When asked why 
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they had already soured on him, they 
couldn’t really say. 

For his two predecessors, nonspecific 
opposition took the form of 10 years of un- 
relenting criticism from the media estab- 
lishment. Fortunately for Mr. Lee, this is 
unlikely to translate into votes in time to 
cause problems. While the single-term 
presidency is voted on every five years, the 
299-seat National Assembly, and local gov- 
ernment, run on four-year election cycles. 
By fortunate timing for Mr. Lee, the assem- 
bly election is next month. The chances are 
that his ruling Grand National Party will be 
returned with a majority. He should be able 
to push his program through. 

But it is important to note that if Mr. 
Lee achieves his “747” goal, signs the free 
trade agreement with the U.S., presides 
over an opening of North Korea, wins the 
Nobel Prize and solves global warming, 
the Koreans will remain intractable and 
will probably say five years from now that 


they are glad to see the back of him. 

And that will be because he has not ad- 
dressed the root causes of the disgruntle- 
ment Koreans feel in general and the lack 
of trust in others that underscores their 
life experience. To do that, he needs to 
tackle the more fundamental matters of 
the rule of law and the system of educa- 
tion. Although it is not his responsibility, 
he would need to get Koreans questioning 
their culture of interference, blame and 
envy. On a broad policy level, far from set- 
ting a high goal, promising it will be 
achieved—and thereby setting everyone 
up to be disappointed—and getting his 
cabinet ministers up at the crack of dawn 
to jog over snow and ice, he needs to ap- 
preciate the beauty of the market, know 
how to set sensible rules and step back and 
let it happen. 

He is unlikely to do that, and Koreans 
are just as unlikely to cease to be so frac- 
tious. i 
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Why Profit Zero 





Works in China 


by Paul Midler 
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N THE WAKE of product re- 
calls last year, many rushed 
to China’s defense by claim- 
ing that low prices were to 
blame and that importers 
had been pressuring manufacturers into 
making products for no profit. This claim— 
that factories were poor and pitiable—did 
not square with my own observations of 
China’s manufacturing sector. For years, I 
had watched as manufacturers built fantas- 
tic capacity expansions—the owners of 
these factories personally transformed by 
sudden wealth. China was in the midst of 
the greatest economic boom in world his- 
tory, as anyone knew, and although it could 
have been argued that certain factories 
prospered while others perhaps did not, 
this possibility also did not ring true. What 
seemed more likely was that factories were 
choosing to enter into business arrange- 
ments in which they earned zero profit— 
and that somehow this strategy proved 
economically efficient. 

Profit zero scenarios are a product of 
Chinese business history. Back when state- 
owned factories acted in place of a social 
welfare program, manufacturing’s prima- 





ry goal was not profitability, but job cre- 
ation. Throughout the 1980s and into the 
1990s, when the planned economy failed 
to stimulate enough job growth to ap- 
proach full employment, the Communist 
Party looked to private industry, and en- 
trepreneurs who could put people to work 
garnered a degree of political clout with 
government officials. Profitability was im- 
portant, but it took a back seat to the 
achievement of political aims. Manufac- 
turers consequently found themselves mo- 
tivated to sign cross-border agreements 
with foreign companies. 

While one benefit was the acquisition of 
new technologies, even more important 
was the opportunity to learn how business 
was done in a market-driven economy. It 
was in this environment that Chinese com- 
panies willingly gave up short-term profit 
opportunities. Some manufacturers viewed 
their first big contracts the way a college 
graduate looks at an unpaid internship—a 
sacrifice made with the understanding that 
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it would pay off later. Labor in China was 
already cheap, and factories willing to forgo 
a profit margin made themselves even more 
attractive. With prices held artificially low, 
importers rushed into the market. 

Manufacturing in China was not with- 
out risks, though, and in a market not 
closely regulated by authorities one of the 
major challenges importers faced was 
counterfeiting. In one pervasive example, 
a factory might accept an order for 500,000 
pieces, but then continue producing a total 
of 700,000 pieces. The half-million pieces 
would be offered to the importer at cost, 
and the surplus would then be sold through 
backchannels at a markup. Some import- 
ers marked up their products five to 10 
times cost. Fighting with an importer for 
a 10% profit margin made little sense if a 
factory could backdoor the product—or an 
“inspired” version of it—for a markup of 
100% to 300%. Intense competition was a 
driving force, and it made a difference that 
should a manufacturer attempt to work 
out a profit margin, its competitors might 
offer to produce at cost and take the busi- 
ness away. 

The factory that manufactured a shirt 
for $5 willingly sold it to the importer at 
cost, even knowing that the importer was 
selling it for as much as $25 or $35. Manu- 
facturers understood the game. There was 
an element of risk in trying to squeeze a 
margin out of a large importer, and it was 
an especially unwise thing to do from an 
economic standpoint if that customer had 
a product that was unique. 

Many of China’s export industries were 
style-driven: garments, shoes, home fur- 
nishings, lighting, accessories, toys. For a 
major importer to succeed, it needed low 
prices. More importantly, it needed to 
know that its products could move quickly 
from the drawing table to the store shelf. 
China won many manufacturing contracts 
not simply because prices were low, but 
also because lead times were short. Im- 


porters, who often suspected that suppli- 
ers were engaging in some form of 
counterfeiting, were willing to tolerate a 
degree of it in exchange for manufacturing 
efficiency. 

Manufacturers would often seek to 
avoid upsetting customers who provided 
them with original product designs by 
keeping knockoffs out of those markets 
where the customer operated. Large im- 
porters had less to worry about anyway, 
since they operated within primary mar- 
kets where their intellectual-property 
rights were protected. Trademarks and 
patents in many secondary markets, how- 
ever, were another matter. China was at an 
international crossroads of sorts, attract- 
ing importers from both kinds of markets. 
For many, the answer was to take products 
created in the “first market” and sell them 
into the “second market.” 

First market importers invested in de- 
signs, knowing that intellectual property 
was protected at home. These companies 
did not care whether products were finding 
their way to second market economies, 
mostly because there was no hope in cap- 
turing sales in these economies. And, so, 
products created in the United States went 
through the back door and turned up in the 
Middle East, Latin America, Russia, points 
throughout Asia and elsewhere. The second 
market was a huge part of the global econ- 
omy and existed even within portions of 
the first market. Bootleggers in the U.S., for 
example, succeeded in finding and import- 
ing products made in China for legitimate 
U.S. companies. 

Thousands of manufacturing agents ap- 
peared on the scene almost overnight and 
helped move first market products into the 
second market. The Canton Fair, which had 
been around for decades, saw a prolifera- 
tion of exhibitors. Meanwhile, a similar 
phenomenon was taking place at the com- 
modities exchange at Yiwu City. Both mar- 
ketplaces were known as special outlets for 
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knock-offs, even as Chinese authorities 
heavily promoted them. It was never the 
first market customer who sourced prod- 
ucts out of these increasingly popular ven- 
ues, but instead a “One-Container 
Charlie”—a trader who'stretched his re- 
sources just to fill a single ocean-going con- 
tainer once every few months. 

Volumes in the second market were 
typically modest, but margins were often 
wide. In the first market, products tended 
to move straight from the factory floor 
right into the big-box retailer’s supply 
chain. In the second market, products had 
to pass through layers of distribution, 
which meant increased costs. An item that 
retailed for $1in America, often sold for $2 
or $3 in less-developed countries. For the 
second market importer, this spelled op- 
portunity. Somewhat telling perhaps was 
that importers in the U.S. were moving 
China-made goods to Latin America by 
shipping them first into warehouses locat- 
ed in Miami and Los Angeles. 

Many Chinese manufacturers had cus- 
tomers in both first and second markets. At 
one factory, a single first-market customer 
might account for one half of the factory’s 
production volume. The other half was like- 
ly to be made up of 50 smaller customers, 
mostly from the second market. Most of the 
factory’s profit margin would derive from 
the company’s smaller customers. The fac- 
tory hardly minded the extra effort that so 
many small customers required. In fact, 
small customers were the factory’s bread 
and butter. 

Americans understood bilateral trade 
issues, but they often failed to take in the 
bigger picture. The U.S. accounted for only 
one-fifth of China exports, and it com- 
prised an even smaller portion of profit- 
ability. In the eyes of many manufacturers, 
America’s primary role has been to pro- 
vide China with the means for creating 
business opportunities elsewhere. 

There were other reasons a manufac- 
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turer would sign up for profit zero, one of 
which was raising its profile. Working with 
Wal-Mart, for example, has rarely been a 
profit-generating opportunity since it is a 
discount retailer, but Wal-Mart’s reputa- 
tion for factory inspections is so strong that 
other buyers are willing to pay a premium 
to work with a supplier that has been pre- 
approved by the retail giant. Wal-Mart’s 
significance for China has often been mis- 
placed as it accounts for roughly 2% of ex- 
ports to the U.S. Its real value is in providing 
factories with a reputation that can then be 
commoditized. 

Of course the opportunity for profit 
zero would not have been made possible 
without help from the banking sector. Chi- 
nese banks loaned money to manufactur- 
ers for years without pressuring them to 
make payment, and, while foreign econo- 
mists suggested that nonperforming loans 
would cripple the economy, China ulti- 
mately proved the value of a profit-zero 
strategy. Some of the bad lending that went 
on was occasionally the result of corrup- 
tion, but the average loan made to a manu- 
facturer was legitimate. Industry in China 
has long been in the habit of building pro- 
duction capacity well in advance of any ac- 
tual need. Importers hesitated to place 
orders unless they saw a factory that at 
least on the surface looked capable. Manu- 
facturers and bankers understood that a 
shining new factory was like a billboard. 
In most economies, an entrepreneur must 
prove a need for a capacity expansion be- 
fore money is lent. 

Rising prices have not only to do with 
macroeconomic factors, and importers 
have been reporting their suppliers are less 
interested in providing favorable terms. It’s 
not rising prices that cause stress for first 
market importers as much asitis the change 
in attitude of many suppliers. The factory 
owner today has almost everything that he 
needs. He has acquired technology, he’s 
built his reputation, he knows more about 
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design, and the factory’s base of low-vol- 
ume, high-margin customers has grown to 
the point where it provides economies of 
scale. The factory owner who was once 
willing to do anything to hook that first big 
deal is now folding his arms and suggesting 
to the importer who brought him his first 
big piece of business that he isn’t very much 
interested in working together. The import- 
er who was once fawned over has been re- 
duced to begging to have product made, and 
it is only after the business appears nearly 
wiped out that the factory owner begrudg- 
ingly agrees to fill its large but unprofitable 
orders. It is not out of sympathy for the im- 
porter, however, that this is being done. The 
manufacturer has his eyes on another op- 
portunity: the promise of a third market— 
China’s domestic economy. 

While the domestic economy lay at the 
manufacturer’s feet, few local operators 
found profit potential there. Out of hun- 
dreds of thousands of manufacturers, only 
a handful has managed to find a foothold, 
though the ones that have are considered 
veritable heroes by a public that believes 
these companies are succeeding in building 
out the local economy. The problem for ex- 
porters who like to turn inwards is that the 
domestic economy was different. Especial- 
ly in the design sectors, there were numer- 
ous niches to be found globally. A shoe that 
sold well in Moscow might be fall flat in 
Memphis or Milan. 

Competition in the domestic market has 
always been fierce, and in any number of 
areas, it required economies of scale. The 
factory owner wished that he could raise 
prices on his larger first market importer, 
but he needed to retain volume. The factory 
owner engaged the first market in order to 
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access opportunities in the second market, 
and he took the two markets collectively as 
a chance to break into China. Because there 
was a political premium placed on compa- 
nies that managed to crack the China mar- 
ket, manufacturers that attempted to do so 
were willing to make continued sacrifices. 

Before the boom in exports, manufac- 
turers stayed away from the third market, 
allowing Western companies to move in 
instead. Foreign companies invested large 
sums while dreaming of enormous poten- 
tial, and China benefited as foreign invest- 
ment accelerated domestic growth. One of 
the big questions going forward is wheth- 
er the government will allow foreign com- 
panies to compete unfettered, or whether 
they will burden foreign firms with in- 
creased taxes, regulation and the unequal 
enforcement of laws that were meant to 
apply to foreign and domestic firms in 
equal measure. China has been more open 
than either Japan or Korea at comparable 
stages in economic development—but one 
has the sense that profit zero will play out 
on the macro scale, that the day will come 
when the nation will come to see the work 
of foreigners as largely done. 

U.S. politicians pushed bilateral trade 
with China expecting that greater econom- 
ic prosperity in China would lead to in- 
creases in political openness, and trade was 
seen as a way of integrating China more 
closely into the global economy. Chinese 
political leaders have viewed international 
trade differently by seeing exports as a 
means to an end. China wishes for itself 
greater levels of self-sufficiency. China may 
never be able to do away with exports, but 
the nation looks forward to a day when it 
will need the world a bit less. - 
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Breaking Out of 


Burma’s Time Warp 


by Ian Holliday 
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OLLOWING ON FROM its 
crushing defeat of monk- 
led popular protests last 
September, Burma’s en- 
trenched military junta in 
early February sprang one of its periodic 
political surprises by announcing forward 
movement in its tortuously slow democra- 
tization process. In May, the country’s hith- 
erto disenfranchised citizens will 
participate in a referendum on a draft con- 
stitution. In 2010, they will vote in multi- 
party elections and usher into being the 
peaceful, modern, developed and disci- 
pline-flourishing democratic nation to 
which the generals have long pointed. 
Coming from a regime prone to making 
unexplained policy shifts—notably the 
abrupt relocation of government functions 
to a partially built new capital, now named 
Naypyidaw, in November 2005—it was only 
to be expected that few details would ac- 
company the announcement. No consoli- 
dated constitutional document was 
presented to the people and, remarkably, 
none seems likely to be made available for 
public inspection ahead of the referendum. 
No information about voting arrangements 





for the plebiscite was released, and even 
when some rules were laid down later, key 
details such as the polling date remained 
shrouded in mystery. Nor were any fresh 
insights into future governance arrange- 
ments given. 

Nevertheless, it seems certain that in 
its draft constitution the ruling State Peace 
and Development Council will hold firm to 
the 104 basic principles devised near the 
start of areform process launched in 1993, 
and characterized since 2003 as a seven- 
stage roadmap to democracy. These man- 
date that the state presidency and 25% of 
parliamentary seats be reserved for the 
military, that key ministerial positions be 
placed under army control, that military 
leaders be given broad emergency powers, 
and that human rights be only weakly pro- 
tected. It is abundantly clear that the pol- 
ity envisaged by Burma’s generals will be 
long on centrally imposed discipline, and 
short on popularly inspired democracy. 

Many early reactions to this turn of 
events focused on the scheduling of the 
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junta’s announcement, and on the possible 
role of neighboring China in prompting it. 
For a country with so much at stake in Bur- 
ma, itis unfortunate, or perhaps strikingly 
apt, that the Beijing Olympics will open 
precisely 20 years after Burma’s great de- 
mocracy uprising—08-08-08 as a some- 
what grim reflection of 8-8-88. Indeed, 
without this exact anniversary, Burma’s 
constitution makers could still be toiling 
over their draft. 

More important than speculation about 
what prompted the sppc to gamble on pseu- 
do-democracy was, however, the array of 
positions taken by its leading opponents. 
Divergent reactions from the democratic 
camp, ethnic minority groups and stake- 
holders in the wider world quickly revealed 
that dealing with Burma’s democratizing 
dictatorship may be no easy matter. 

Inside the country, some of the democ- 
racy activists who evaded the sppc’s drag- 
net in 2007, and thereby avoided lengthy 
jail terms, issued instant denunciations of 
its plans. Most radical were the 88 Genera- 
tion Students, who held the junta’s road- 
map to be a declaration of war on the nation, 
and cast the referendum as a major battle- 
field. Closely aligned with this position 
were the Alliance of All Burmese Buddhist 
Groups, formed during the 2007 “saffron 
uprising,” and a number of ethnic minority 
groups. “Vote No” quickly became an insis- 
tent referendum refrain. 

More ambiguous was the stance of the 
National League for Democracy, led under 
house arrest by Aung San Suu Kyi. Deter- 
mined always to remain within the sphere 
of legality, the NLD identified fundamental 
flaws in a constitution drafted by 54 junta 
loyalists, cast by the regime as very nearly 
a state secret, and shielded from open de- 
bate by a panoply of prohibitions and pen- 
alties. It demanded full public participation 
in the reform process. At the same time, 
however, it acknowledged that any consti- 
tution supported by the people in a refer- 
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endum conforming to basic standards of 
fairness would be legitimate. In this way, 
it sought both to hold the junta to proce- 
dural norms found in other parts of the 
world, and to stay in the political game 
even if the generals were to secure a vic- 
tory on their terms in May. 

Outside Burma, while many reactions to 
the generals’ unfolding roadmap merely re- 
hashed existing positions, opinion likewise 
divided not only across major groups, but 
also within them. Among members of the 
Association of Southeast Asian Nations, 
though many argued that the junta’s de- 
mocratization gambit should be given the 
benefit of the doubt, both Indonesia and 
Singapore came out in favor of a more open 
reform process. In the West, though lead- 
ing powers denounced the referendum and 
election as a sham, some officials indicated 
that if the May referendum were tolerably 
inclusive and transparent, it could garner 
international support. 

What, then, is to be done about Burma’s 
democratizing dictatorship? It is of course 
not beyond the bounds of possibility that 
blatant sppc mismanagement of the re- 
form process will provoke either another 
popular uprising, or the split in military 
ranks that has been awaited ever since a 
March 1962 coup first placed generals in 
positions of supreme power. 

At the same time, however, parties and 
groups on all sides of Burma’s complex po- 
litical system need to prepare for the pos- 
sibility that, in pressing ahead with a 
referendum in 2008 and elections in 2010, 
the sppc has found a way to outfox its ri- 
vals and secure its long-term interests. In- 
ternally, it retains considerable political 
advantage, not least through the climate 
of fear in which its brutal military prowess 
has enveloped a nation of 54 million citi- 
zens. Externally, the deliverance from mil- 
itary rule that is sometimes floated is not 
currently in the cards. Pragmatic inter- 
vention by China is beyond the scope of 
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present thinking. Rambo-style interven- 
tion by the United States belongs to the 
realm of fantasy. 

In many respects, then, the sppc holds 
the upper hand in the reform process, and 
prospects for thoroughgoing political 
change in Burma remain bleak. That said, 
there are none the less opportunities in the 
current situation. As the United Nations’ 
special envoy Ibrahim Gambari noted, the 
junta has for the first time released a time- 
table for political reform. Furthermore, in- 
ternal and external pressures for change 
will ensure that no more than minor back- 
sliding is possible. Important elements 
within the army, the business community, 
civil society and the wider region all have a 
stake in meaningful progress. In the gener- 
als’ democratization agenda, there is there- 
fore something to build on. 

To grasp the opportunities that now 
exist, however, it is necessary to take the 
wrenching step of moving on from the 
1990 general election that saw the NLD win 
60% of the vote and 80% of the seats, yet 
find itself utterly excluded from politics 
for a generation. Nearly two decades on, a 
successful referendum in May will mean 
that the best chance of change lies not in 
reaching back to 1990 and thereby pushing 
the junta back into its bunker, but rather 
in working with the grain of its reforms 
and taking every chance to extend them. 

Inside the country this will mean seek- 
ing ways to cooperate not only with the 
SPDC, but also with the rather sinister 
Union Solidarity and Development Asso- 
ciation it has built to a membership of 24 
million over the past 15 years. Outside, it 
will require major nations to engage in 
constructive dialogue with the generals as 
they pore over the concluding stages of 
their roadmap. For all key stakeholders, it 
will mandate that every opportunity be 
taken to push the junta beyond its comfort 
zone not through confrontation, but rath- 
er through sustained engagement. 


Its many shortcomings notwithstand- 
ing, the U.N. remains the obvious forum for 
this kind of strategy. It was U.N. pressure 
in October 2007 that persuaded the junta 
to liaise with Aung San Suu Kyi through La- 
bor Minister Aung Kyi. Five rounds of talks 
conducted by early 2008 yielded little but, 
in a context of limited trust, halting early 
progress was inevitable. It was also the U.N. 
that sent special envoy Mr. Gambari into 
Burma three times in six months following 
the September 2007 saffron uprising, as 
well as on serial trips around the region. 
Again, progress was anything but dramatic, 
but merely keeping the conversation going 
was something. 

Additionally, in December 2007, U.N. 
Secretary-General Ban Ki-moon formed a 
14-nation Group of Friends on Burma to 
bring together the five permanent members 
of the Security Council plus, from the im- 
mediate neighborhood, India, Indonesia, 
Singapore, Thailand and Vietnam and, 
from farther away, Australia, Japan (Bur- 
ma’s biggest donor), Norway and the occu- 
pant of the European Union presidency 
(currently Slovenia). This group, which 
held its second meeting in February 2008 
to discuss the junta’s democratization agen- 
da, constitutes the best consultative forum 
for external political engagement with a re- 
gime that is notoriously prickly about per- 
ceived infringements on its sovereignty. 

If the path of engagement is taken after 
a completed referendum in May, it is criti- 
cally important, however, that key stake- 
holders move well beyond the bland 
tokenism witnessed in the past. Now is not 
the time for business as usual. Further- 
more, in the early phases when confidence 
is still being built on all sides, it will be 
necessary to recognize that any leverage 
gained over the sppc is unlikely to be po- 
litical. The junta will always see the re- 
form process as its reserved domain, and 
will guard it jealously. On the perimeter of 
that domain, however, economic and so- 
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cial measures can be promoted to prepare 
the ground for significant political reform 
in the longer term. 

One sphere in desperate need of atten- 
tion is the economy, which has been sys- 
tematically mismanaged for more than 45 
years, and is now riddled with corruption 
and inefficiency. In a country where em- 
ployment is at a premium and decent jobs 
are extremely scarce, finding ways to entice 
major corporations to invest in Burma 
would represent an important step forward 
in creating a context for sustainable reform. 
Here it would be best if the lead could be 
taken by Asian businesses, so that cultural 
sensitivities could be properly addressed. 

Another significant field, tied closely 
to the first, is tourism, which for many 
years was discouraged by xenophobic mil- 
itary rulers, and which more recently has 
been frowned upon by opposition leaders 
and exile activists. A strategy of engage- 
ment at the level of individual citizens 
would promote among Burmese people a 
sense of reintegration with the wider 
world, and enable issues facing the coun- 
try to be more fully understood by outsid- 
ers. While ethical tourism is most 
desirable, even mass tourism could play a 
constructive role. 

Also important is education, which has 
been systematically neglected for close to 
half a century. Creating opportunities for 
individuals to learn locally, rather than 
overseas or not at all, would be a major ad- 
vance in itself, and a considerable boost for 
civil society. Although the junta is cautious 
and defensive about external involvement 
in teaching and learning, this issue could 
certainly be put on the table during a pro- 
cess of sustained and constructive engage- 
ment. Again, this is a domain in which 
Asian nations, with their nuanced aware- 
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ness of the Burmese context, could play a 
leading role. 

A final area in obvious need of outside 
help is the broad civil sphere, where pov- 
erty and discrimination have long been 
pervasive, and capacity for engaging with 
deep-seated social problems remains lim- 
ited. It is vital that Burma be opened up to 
greater NGO presence, both local and inter- 
national, so that pressing development is- 
sues can be addressed. 

In adopting an engagement agenda of 
this kind, it will be important to accept 
that initially it will entail considerable 
hard work for no more than limited ben- 
efit. It will not deliver the instant democ- 
racy sought by many political activists and 
some external powers. Indeed, by playing 
along with the sppc’s roadmap, it will sub- 
stitute for the NLD’s overwhelming elec- 
toral victory in 1990 an outcome in 2010 
that provides constitutional cover for on- 
going military rule. Moreover, it will not 
promote the full national reconciliation so 
clearly needed in a country still subject to 
widespread human-rights abuse and riven 
with ethnic division and mistrust. None of 
this will be entirely desirable. 

However, if the sppc proves smart 
enough to pull off a referendum victory in 
May, engagement with the generals who 
have done so much to damage Burma will 
be, paradoxically, the best way to deliver 
tangible benefits to its citizens. The country 
cannot for ever remain stuck in a late 20th 
century time warp. Rather, the world needs 
to find ways to move on and engage with its 
domineering military rulers. By looking be- 
yond headline political issues in the first in- 
stance, and focusing on underpinning 
economic and social change, committed 
stakeholders can open up options for incre- 
mental political reform in the long run. @ 
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Hong Kong Tests the 
Bounds of Indecency 


by Doreen Weisenhaus 





HEY WERE THE photos 
seen around the world. 
Graphic sexual images in- 
volving some of Hong 
Kong’s most famous Can- 
topop stars first appeared on the Internet 
in late January and then spread like a vi- 
rus. As police began to make arrests and 
more images appeared, a controversy 
about sex, celebrities and other issues less 
clear dominated front pages and talk 
shows throughout greater China. cps of 
the racy photos sold briskly in Shenzhen; 
edited versions filled Hong Kong newspa- 
pers and magazines. 

The Chinese diaspora world-wide 
helped make the controversy internation- 
al news. When CNN reported on the inci- 
dent in early February, an online video 
version of the story became one of its most 
popular within minutes of its posting. 

While public interest in the photos may 
begin to calm, the legal and political rever- 
berations will be felt in the weeks, months 
and years to come. As of early March, more 
than 20 people in Hong Kong, mainland 
China and Taiwan have been arrested in 
connection with the distribution of the 





photos involving singer and movie actor 
Edison Chen and numerous female ac- 
tresses and singers, including Gillian 
Chung, half of the popular Twins singing 
duo, in what appear to be acts of consen- 
sual sex. 

Mr. Chen waited a month before re- 
turning to Hong Kong and admitting to 
taking the photos. The delay may have cost 
him the opportunity to take some early le- 
gal actions that could have helped contain 
the crisis. The photos were stored on his 
notebook computer, which had been sent 
to a computer shop for repairs. A 23-year 
old shop employee has been charged with 
accessing a computer with criminal or dis- 
honest intent and is scheduled to appear 
in a Hong Kong court this month. 

Troubling questions have been raised 
about excessive police action and selective 
prosecution regarding the conduct of law 
enforcement officials at the outset of the 
case. The authorities responded quickly 
and in force to the demands of the celebri- 





oo Ms, Weisenhaus teaches media law at Hong 
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ties’ powerful representatives that they 
halt distribution of the images. The first 
person arrested in Hong Kong for upload- 
ing one of the photos onto the Internet was 
remanded without bail and spent two 
weeks in jail; he was released and charges 
were dropped after the local Obscene Ar- 
ticles Tribunal determined that the image 
was not obscene. 

Equally worrisome to many in Hong 
Kong were the government declarations 
that it would review and possibly revamp 
existing laws on obscenity, privacy and the 
Internet. Netizens in particular fear that 
Hong Kong’s mostly unfettered Internet 
will be adversely affected by future cen- 
sorship of legitimate political or artistic 
expression. How the government and the 
courts handle these legal issues are being 
seen as a test of the city’s famed freedom 
of expression. 

That freedom of expression is now en- 
joyed by Hong Kong’s media, but com- 
plaints about the way some of them covered 
the story raises another set of concerns. In 
recent years, many in and out of govern- 
ment have argued that some of the city’s 
media undermine community standards 
with certain stories and photographs they 
publish. So far, attempts to establish any 
major new laws have failed to materialize, 
but the coverage of this scandal might pro- 
vide fresh ammunition for those who want 
to rein in the media. 

The government submitted some of the 
media coverage to the Obscene Articles 
Tribunal, which classified the publications 
as neither obscene nor indecent. The gov- 
ernment is challenging the classification. 

While the Edison Chen photos may 
have been the first major Internet celeb- 
rity sex scandal for Hong Kong, similar 
controversies have roiled the region in re- 
cent years. In Taiwan in 2001, Chu Mei- 
feng became a household name in 
Chinese-speaking communities across the 
globe after thousands of video disks of the 


prominent female legislator having sex 
with a married politician were distributed 
by a Taipei magazine. The images quickly 
leaped to the Internet, and for a time 
Ms. Chu was the most popular name on 
some leading search engines. 

Four years later in Thailand, in strik- 
ingly parallel circumstances to the Edison 
Chen case, a sex video of Thai singer Anna 
Jandrasopark was downloaded from her 
boyfriend’s computer after it was taken to 
a shop for repair. As in the case of Mr. 
Chen, who announced he was leaving 
show business, the Internet distribution 
and resulting scandal caused Ms. Jandra- 
sopark to walk away from the entertain- 
ment industry. 

Other sex tapes have surfaced in Asia 
involving politicians, entertainers and ce- 
lebrities, including in South Korea, Viet- 
nam, Malaysia and Indonesia. Official 
reaction in some of the more conservative 
Asian countries has differed from Western 
countries, where sex tapes such as those 
involving Pamela Anderson and Paris Hil- 
ton were seen mostly as civil disputes 
among the parties. 

In Vietnam, four college students were 
charged in October with disseminating 
“debauched cultural products,” subject to 
prison terms of up to 15 years, for alleg- 
edly distributing an online sex video of en- 
tertainer Hoang Thuy Linh. The former 
publisher of the Taiwanese magazine that 
distributed the disks of Chu Mei-feng was 
just released from prison late last month 
after serving nearly half of her two-year 
sentence for violating Taiwan’s privacy 
laws; the penal code’s penalties were in- 
creased after the incident. 

Just how official Hong Kong will con- 
tinue to respond to the current controver- 
sy remains to be seen. Events have 
unfolded quickly across many fronts. But 
questions being raised include how to as- 
sess the prevalence of any obscenity and 
privacy problems, whether current laws 
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can adequately address any perceived 
shortcomings and what impact additional 
regulations might have. 

For now, several cases are wending 
their way through the legal system. The 
computer shop employee charged with 
wrongfully assessing Mr. Chen’s computer 
faces up to five years in prison. Several 
others accused of uploading images have 
been charged with publishing obscene ar- 
ticles, a crime that carries penalties of up 
to three years in prison and fines of up to 
HK$1 million ($128,000). 

For the past several years, Hong Kong 
has been trying to sort out how it defines 
and handles obscenity cases, particularly 
as they intersect with privacy issues, with 
some observers saying that the territory is 
using obscenity laws as a substitute for 
more stringent privacy laws, In 2006, co- 
vert grainy photos of Gillian Chung chang- 
ing backstage at a concert published in a 
Hong Kong magazine were upheld as in- 
decent even though they showed only her 
shoulders and underwear. Several articles 
in a Chinese University student publica- 
tion in 2007 about a survey on attitudes 
toward sex, including bestiality and incest, 
and a newspaper’s coverage of the contro- 
versy were classified as indecent and a ju- 
dicial review of the classification is 
currently pending in the courts. 

Hong Kong also has been attempting to 
deal with related Internet issues. In May 
2007, a Hong Kong man who provided a 
link on a local Internet forum to an over- 
seas pornographic Web site became the 
first person convicted under the Control 
of Obscene and Indecent Articles Ordi- 
nance for such an act and was fined 
HK$5,000 ($641). Critics asked whether 
search engines such as Yahoo and Google 
might also be challenged as they also pro- 
vide links to pornographic sites. 

Another Hong Kong man who posted 
nude photos and sex videos of a former 
girlfriend along with identifying informa- 
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tion about her, including her name, 
pleaded guilty in September to charges of 
criminal intimidation and publishing in- 
decent and obscene articles and was sen- 
tenced to 240 hours of community service. 
But on March 3, the magistrate revised the 
sentence to include two months in jail. 

Many are troubled by comments by Pri- 
vacy Commissioner Roderick B. Woo, who 
oversees Hong Kong’s personal data laws. 
He declared current laws inadequate and 
called for creation of a criminal offense of 
knowingly obtaining or disclosing personal 
data without consent. 

In an odd footnote, the scandal initial- 
ly showed an unexpected contrast be- 
tween the usually more free Internet in 
Hong Kong and its more restrictive coun- 
terpart in mainland China. While Hong 
Kong police pushed local Internet service 
providers and locally registered Web sites 
to remove the “offensive material,” which 
had not yet been classified, and obtained 
1p addresses of Internet users who alleg- 
edly uploaded photos, the mainland Inter- 
net was having a field day, posting more 
and more photos. That ended, however, 
when mainland authorities stepped in to 
stop the distribution. More than a dozen 
individuals were reported detained or ar- 
rested for publishing or selling the photo- 
graphs or for posting them on the Internet, 
One individual was held for 10 days in de- 
tention and fined 3,000 yuan ($422) for 
providing links on his Web site. 

While the legal and political ramifica- 
tions in Hong Kong are still evolving, some 
careers have halted for now. In addition to 
Mr. Chen’s announcement that he will in- 
definitely step away from the entertain- 
ment business, the Twins have postponed 
their singing tour. 

But they might take solace from the 
new career of Ms. Chu, the former Tai- 
wanese legislator. She is now a leading 
news anchor for Macau Asian Satellite 
TV. ii 
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The Demise of the 
LDP Is Still Coming 


by Tobias Harris 
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HEN YASUO FUKUDA be- 
came president of Japan’s 
Liberal Democratic Party 
and prime minister in late 
September 2007, media 
reports focused on his choice of seven of 
nine faction heads in the cabinet and par- 
ty executive. Mr. Fukuda’s personnel deci- 
sions suggested to many observers a return 
of the “old Lpp,” the corrupt, factionalized 
political machine targeted for destruction 
by former Prime Minister Junichiro Koi- 
zumi. It seemed that the death of the fac- 
tions and, with them, the old Lpr, had been 
greatly exaggerated. 

This interpretation was wrong. Mr. Fu- 
kuda inherited a party in disarray after the 
LDP’s historic defeat in the July Upper 
House elections and his predecessor’s un- 
expected resignation. It now seems clear 
that there was no grand bargain among 
the factions to apportion power within the 
cabinet. Rather Mr. Fukuda opted to in- 
clude the faction chiefs as a last-ditch ef- 
fort to salvage party unity by co-opting 
rivals who could cause trouble if left out- 
side the government. 

After more than 100 days in power, Mr. 





Fukuda’s efforts to unify the party have 
manifestly failed. As the prime minister 
said in his address at the Lpp’s national 
convention in January, “We are facing our 
greatest crisis since the foundation of the 
party.” The golden age of the factions, and 
perhaps even the Lpp, is gone, never to re- 
turn, 

Mr. Fukuda sits at the helm of a party 
increasingly at war with itself, unsure of 
its identity and divided among groups with 
vastly different priorities and political 
styles. The LDP has, of course, been notori- 
ously divided since its creation in 1955— 
Bukichi Miki, one of the architects of the 
merger that created the Lpp, supposedly 
said that he did not envision the new party 
surviving more than a decade. But eco- 
nomic growth, a relatively stable interna- 
tional environment, and the prospect of a 
Socialist victory moderated party conflict, 
making it possible to reach consensus pol- 
icies through back-room negotiation 
among the factions’ power brokers. 
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Those moderating factors are long gone. 
The prolonged economic slump, shrinking 
budgets and an uncertain international sys- 
tem have shattered the intraparty consen- 
sus. Deep divides have emerged over the 
past 15 years, stymieing the efforts of suc- 
cessive party leaders to impose their visions 
on the LDP. Mr. Koizumi was but one in a 
series of LDP leaders who tried to reshape 
the party in their image. 

Mr. Koizumi differed from his prede- 
cessors in a crucial way—and as a result, he 
will be remembered as the architect of the 
LDP’s demise, even if the process took lon- 
ger than his allotted time in office. He ex- 
plicitly recognized that the Lor as it existed 
was an obstacle to forging a reformed Japan 
capable of grappling with the problems of 
the 21st century, and thus he declared open 
war on the remnants of the old Lpr: the fac- 
tions, which rewarded time-serving rather 
than competence and expertise, and the 
zoku, the policy “tribes” that manipulated 
the bureaucracy to distort policy on behalf 
of supporters and misused public funds. As 
he told Time magazine shortly before tak- 
ing office in 2001, “People are tired of the 
LDP. They believe I can change the LDP, and 
change Japan. They feel the party is no 
good if it continues like this.” 

A look at the language of the Koizumi 
premiership—“opposition forces,” his term 
to describe the Lpp’s “reactionary” ele- 
ments, and “assassins,” the hand-selected 
candidates dispatched by Mr. Koizumi to 
defeat the “postal rebels” who opposed 
his plan to privatize the postal savings 
system in the 2005 general election—illus- 
trates the nature of his tenure at the helm 
of the Lpp. He explicitly stated his inten- 
tion to “destroy” the key supports of the 
LDP. 

Structural reform, while beneficial for 
Japan in its own right, was Mr. Koizumi’s 
weapon of choice against the old LDP. He 
specifically targeted institutions that had 
enabled LDP backbenchers to funnel public 


funds to rural constituents and construc- 
tion company supporters in the form of 
public works projects of dubious necessity. 
These included the postal savings system; 
the related Fiscal Investment and Loan 
Program, a “second budget” drawn from 
postal savings that financed pork-barrel 
projects; and the Highway Public Corpora- 
tion. His success at breaking up and priva- 
tizing these bloated semipublic entities 
mortally wounded the “opposition forces.” 

However, Mr. Koizumi’s revolution was 
incomplete. While he laid the groundwork 
for the destruction of the old LDP, he was 
unable to build a new, urban-centered, re- 
formist LDP in its place. Accordingly, in the 
year and a half since Mr. Koizumi left of- 
fice, the LDP has almost completely rejected 
structural reform, first under Mr. Abe, and 
now under Mr. Fukuda. As the party pre- 
pares for the next general election, it has 
made it a matter of policy to abandon the 
so-called “Koizumi Children,” reformist 
Diet members who benefited from Mr. Koi- 
zum4’s electoral coattails. Many of Mr. Koi- 
zumi’s followers, who upon taking office 
abjured from factional affiliations, have 
since sought the protection of the LDP’s fac- 
tions, suggesting their marginal position as 
an organized force within the party. 

But even without an active “Koizumi- 
an” group, the LDP is on the brink of de- 
struction, thanks to Mr. Koizumi’s reforms. 
In the wake of his premiership, the party 
has splintered. One group is comprised of 
hawkish, conservative ideologues like 
Shinzo Abe and Taro Aso. As Mr. Abe’s di- 
sastrous year in office suggests, the conser- 
vative approach to reform is, essentially, to 
abandon it in favor of constitutional revi- 
sion, “patriotic” education reform, and an 
emphasis on an assertive foreign policy and 
robust defense posture. Deprived of the 
premiership when Mr. Aso failed to suc- 
ceed Mr. Abe as prime minister, the conser- 
vatives have since regrouped around 
Shoichi Nakagawa, an Abe lieutenant who 
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Junichiro Koizumi tamed the LDP old guard, but only temporarily. 


in December created, with the help of 
Takeo Hiranuma, a “postal rebel” who re- 
mains outside the Lpp, the “True Conserva- 
tive Policy Research Group.” The 
partnership with Mr. Hiranuma suggests a 
shaky commitment to structural reform— 
at least to making structural reform a top 
priority—and, potentially, an equally shaky 
commitment to the LDP. Some conserva- 
tives have been openly critical of Mr. Fu- 
kuda, questioning his commitment to their 
policy priorities. 

Ranged against the conservatives are 
the party’s elders, the faction leaders and 
eminences grise ranged around Mr. Fuku- 
da, as well as their zoku allies. While the 
latter are unabashedly fighting to preserve 
their remaining privileges, as in the current 
battle in the Diet over the future of the spe- 
cial fund for road construction drawn from 
gasoline tax revenue, the elders acknowl- 
edge that certain measures need to be taken 
to restore the vitality of the Japanese econ- 
omy. Like the rulers of other one-party 
states, however, they are afraid of the risks 
inherent in structural reform. They know 
all too well the political consequences of 
Mr. Koizumi’s structural reforms, which is 
why the Lpp’s executive council intervened 
to water down postal privatization in the 
summer of 2005. 

There is some overlap between these 
groups, but the fundamental point of con- 
tention is the identity of the post-Koizumi 


n 
= 
= 
|m 
=) 
+ 
= 


party. The conservatives want the LDP to be 
Abe-colored—a “true” conservative party 
that would govern along similar lines as the 
former prime minister. Their risk-averse ri- 
vals would prefer that the party change as 
little as possible, remaining centered on the 
rural constituencies that have been the 
bedrock of Lpp rule. After all, the LDP has 
succeeded in election after election thanks 
to ironclad support from rural voters. As 
Ethan Scheiner, a political scientist at the 
University of California-Davis, has shown, 
even under the new single-member district 
(SMD) electoral system the LDP has won 75% 
of the approximately 100 mostly rural smDs. 
The rural firewall lowers the number of ur- 
ban and suburban seats that the LDP needs 
to win in order to form parliamentary ma- 
jorities. The DPJ, since its creation, has been 
quite successful in urban and suburban 
smps, with the exception of the 2005 wash- 
out, but it has failed to make significant 
gains in the countryside. 

Recent events suggest, however, that 
this LDP electoral strategy is no longer ef- 
fective. The abandonment of Koizumian 
ideas, the marginalization of their propo- 
nents, and the gross inadequacies of the 
Abe and Fukuda government in address- 
ing failing institutions and corruption sug- 
gest that the Lpp faces dire prospects in 
urban and suburban districts in the next 
general election. Meanwhile, the DPJ ran 
successful campaigns in rural prefectures 
in the 2007 local and House of Councillors 
elections, suggesting that the DPJ may be 
able to crack the Lpp’s rural firewall in a 
general election. While Mr. Fukuda real- 
izes that Japan is in need of drastic re- 
forms to cope with changes at home and 
abroad, his divided party is incapable of 
uniting behind his vision and agreeing to 
the sacrifices required for robust structur- 
al reform. The result is drastically falling 
support for the government and the party 
in urban Japan. In rural Japan, the LDP 
will continue to attempt to buy the support 
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of constituents in stagnant, underdevel- 
oped regions with subsidies from Tokyo, 
but this tactic clashes with imperatives to 
cut the bloated national debt and rejuve- 
nate the health care and welfare systems. 

The next election could mean the end 
of the Lpp, at least as it exists today. A de- 
feat—almost guaranteed in some form, 
since few expect the government to be able 
to retain the supermajority won in 2005 
under Mr. Koizumi—will lead to mutual re- 
criminations among the Lpp’s dueling clans 
and a brutal struggle for power. The con- 
servatives, eager to reclaim the premier- 
ship after it “prematurely” left their hands, 
will undoubtedly attempt to oust Mr. Fu- 
kuda, even if the Lpp manages to retain a 
simple majority with or without its coali- 
tion partner Komeito, and replace him 
with a “true” conservative, whether that 
be Mr. Aso or another ideologue. Mr. Fu- 
kuda’s allies will try to ensure that if Mr. 
Fukuda is forced out, his replacement will 
hew to their risk-averse approach. The 
fight may be especially brutal if the LDP 
finds itself in opposition against a ppJ-cen- 
tered coalition government, in which case 
the losers of the struggle may find them- 
selves marginalized or banished, leaving a 
rump LDP to chart a new course. 

The feuds within the LDP are but one as- 
pect of the contemporary ferment in Japa- 
nese politics. In addition to Japan’s first 
experiment with a divided Diet in which 
the largest opposition party is also the larg- 
est party in the House of Councillors, re- 
cent months have seen attempts by the 


grand coalition in secret and a growth in 
bipartisan and nonpartisan activity on be- 
half of more reform. These are another 
omen of the Lpp’s coming demise. Dissatis- 
faction with the party’s direction is leading 
reformist LoP members to find new ways to 
advance reform in cooperation with DPJ 
members and prefecture-level politicians. 
Indeed, Mr. Koizumi himself has recently 
emerged from semi-retirement to urge Mr. 
Fukuda to cooperate with the DPJ on re- 
forming road construction. 

Mr. Koizumi must be happy with his 
work. As he had hoped, the Loe is on the 
road to destruction. The party may con- 
tinue to exist in name, but the LDP as an 
unchallenged governing party, the LDP as 
obstacle to the drastic reconstruction of 
Japanese institutions in the 21st century, 
is no more. 

The end of the upr, however, merely 
provides an opportunity to begin substan- 
tial reforms. pps rule, should it come, of- 
fers no guarantee that Japan will make the 
necessary changes to ensure its continuing 
international competitiveness and to ease 
the insecurity of its citizens. While free of 
the Lpp’s obligations to the bureaucracy 
and rural areas, the pps has its own obliga- 
tions to unions and its likely coalition part- 
ners that could prevent a ppg-led 
government from making significant head- 
way on reform. Regardless of which party 
holds power, reform will depend on the 
government’s willingness to take risks and 
make sacrifices in the name of reform— 
and the prime minister’s ability to ask the 


leaders of the LDP and the DPJ to forge a same of the Japanese people. m 
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Reviewed by MARTIN LAFLAMME 


HEN HITOSHI TANAKA Sat down 
with his North Korean inter- 
locutor in November 2001, in a 
dark room on the 35th floor of a hotel in 
northeastern China, he did not fully know 
who he was dealing with. A gentle-look- 
ing man, his counterpart introduced him- 
self as a high-ranking official, one who was 
addressed as Mr. General Manager by his 
aides. Like Mr. Tanaka, Japan’s most se- 
nior diplomat in charge of Asian affairs, 
he had only recently been appointed to 
conduct the secret negotiations which, it 
was hoped, would eventually lead to the 
normalization of diplomatic relations be- 
tween Japan and North Korea. In the com- 
ing months, the two would often meet, but 
the North Korean never revealed much 
about himself. The Japanese took to call- 
ing him Mr. X. 

As negotiations moved forward, Mr. 
Tanaka and his colleagues had to adapt 
to the peculiar negotiating style of Mr. X 
and his team. They first insisted that every 
meeting take place in a different hotel. For 
each session, they arrived separately. Once 
in the room, the North Koreans always sat 
with their back to the window, invariably 
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requesting that the blinds be drawn. Those 
quirks aside, negotiations progressed rea- 
sonably well and less than a year later, on 
Sept. 17, 2002, they culminated in the first 
of two historic visits to Pyongyang by Ju- 
nichiro Koizumi, who thus became the first 
postwar Japanese prime minister to travel 
to the Hermit Kingdom. 

From the Japanese perspective, much 
had been achieved by this visit. Among 
other things, Mr. Koizumi had finally ob- 
tained hard information about the “abduct- 
ees,” those Japanese nationals kidnapped 
by North Korea in the 1970s and early 
1980s. Five of them were soon repatriat- 
ed and, later on, eight members from the 
families they had established in the North 
followed suit. The Japanese prime minis- 
ter also privately secured a personal apol- 
ogy from Kim Jong Il, as well as a much 
fuzzier public one on the part of the re- 
gime. Pyongyang also agreed to extend its 
moratorium on missile tests beyond 2003. 
After years of tense relations between the 
two nations, a thaw was on the horizon. 

Unfortunately, as Yoichi Funabashi ex- 
plains, the hopes raised by Mr. Koizumi’s 
visit were never fully realized. In his pains- 
takingly researched account of the second 
Korean nuclear crisis, Mr. Funabashi, the 
editor-in-chief of the Asahi Shimbun, 
presents a compelling behind-the-scenes 
account of the prime minister’s two visits 
to North Korea. He also provides an in- 
depth look at the circumstances leading to 
the creation of the six-party talks as well 
as the negotiations conducted under that 
framework up until the North Korean nu- 
clear test of October 2006. 

Drawing on interviews with more than 
160 government officials, from the Unit- 


ed States, Japan, China and beyond, Mr. 
Funabashi sketches a geopolitical tableau 
of missed opportunities. Partly because of 
the “profound mutual distrust deeply em- 
bedded among the nations of Northeast 
Asia,” partly due to poor judgment on the 
part of some of the diplomats involved and 
partly for reasons of domestic politics in Ja- 
pan, North Korea and the U.S., the six-party 
talks took a number of wrong turns which 
needlessly deepened the nuclear crisis. 

An early example was the decision by 
the board of the Korean Peninsula Energy 
Development Organization (KEDO), to sus- 
pend the delivery of heavy 
fuel oil to North Korea in 
November 2002 and the 
very public way in which 
this decision was subse- 
quently announced. By 
that point, Pyongyang had 
admitted to U.S. officials 
that it was enriching ura- 
nium and this had given 
rise to a heated debate in 
Washington on how best 
to respond. “There was a 
feeling among many KEDO 
board members that they 
should ‘cut off the fuel oil 
but not do it formally, and publicly, be- 
cause [they] were afraid that it would 
provoke the North Koreans and precipi- 
tate a crisis.” Some U.S. officials however 
wanted a “public, very formal decisive step 
where they could show that they had taken 
... retaliatory actions” in response to North 
Korea’s program. Others in the adminis- 
tration countered that it was more impor- 
tant to adopt a measured response in order 
to keep North Korea engaged. In the end, 
Mr. Funabashi relates, the U.S. plumped 
for the less subtle approach and forced it 
upon KEDO board members. As many had 
feared, Pyongyang responded quickly. A 
month later, it unfroze the construction 
of its nuclear facilities, removed all the 
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surveillance cameras and seals which had 
been installed by the International Atomic 
Energy Agency, and on Dec. 31, 2002, ex- 
pelled the agency’s inspectors. 

It then took four months and a few more 
rounds of brinkmanship for the six-party 
talks to be launched. From the start, Mr. 
Funabashi explains, there existed funda- 
mental differences between the U.S. and 
North Korea on how the talks themselves 
should be conducted. For Pyongyang, the 
nuclear question was a bilateral problem 
that should be negotiated directly with 
the United States. Preoccupied by the war 
in Iraq, however, Wash- 

ington much preferred to 

deal with the North Ko- 

rea in a multilateral set- 

ting and initially refused 

to have bilateral consul- 
tations with the North 
Koreans. This led to an in- 
teresting diplomatic min- 
uet, one which at times 
veered on the burlesque. 
At a dinner organized a 
few days prior to the be- 
ginning of the first round of 
talks, for example, Chinese 
delegates surreptitiously 
disappeared one after the other, to the re- 
strooms or elsewhere, in order “to induce 
de facto bilateral consultations ... by leav- 
ing only the U.S. and North Korean delega- 
tions in the banquet room.” 

Once the six-party talks got underway, 
they progressed very slowly. Mr. Funabashi 
goes to great lengths to describe the numer- 
ous proposals and counterproposals sub- 
mitted by the participants, even at times 
summarizing the opening statements of 
the delegations. Many will cringe at the 
way he literally reconstructs some of the 
dialogues, but the author at least carefully 
buttresses his narrative with approximate- 
ly 80 pages of copious notes. By focusing 
so much on the individual trees, however, 


Mr. Funabashi somewhat loses sight of the 
forest as a whole; the impact of the book 
would have definitely been stronger had 
it been more tightly edited. That said, and 
notwithstanding Mr. X’s inclination for se- 
crecy, Mr. Funabashi’s narrative will likely 
remain for the foreseeable future the most 
detailed and comprehensive account of the 
second Korean nuclear crisis. 


INDIA: THE EMERGING GIANT 
by Arvind Panagartya 
Oxford University Press, 
514 pages, $39.95 





Reviewed by GREG RUSHFORD 


OR NEARLY FOUR decades there 
E have been only a handful of se- 

rious scholarly studies of what 
makes the economy of the world’s second 
most populous country tick. And no won- 
der, since there wasn’t much ticking going 
on. Despite promises of reasonably enlight- 
ened economic leadership after its 1947 in- 
dependence from British rule, by the 1960s 
India had become one of the world’s worst 
economic performers—an infuriatingly in- 
ward-looking, impoverished, protectionist 
basket case. After such leading economic 
theorists as Jagdish Bhagwati warned in 
the early 1970s that India’s economy was 
headed south, there really wasn’t much 
more to add. 

Now an economy that stagnated for a 
generation has been taking off, growing 
more than 8.5% annually. In a book as 
impressive as the economy it describes, 
Columbia University economist Arvind 
Panagariya—fittingly, the holder of the 
Jagdish Bhagwati chair at Columbia’s 
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School of International and Public Af- 
fairs—has the story. 

Since the reform process got underway 
in the early 1990s, India has been on the 
move. Such formerly closed major sec- 
tors including banking, telecommunica- 
tions, pharmaceuticals and airlines have 
been liberalized, and average industrial 
tariffs, once as high as 340%, have fallen 
to around 10%. The reforms, particularly 
those directed at embracing international 
trade, have paid off in real growth. 

In 1990, India’s merchandise exports 
were $18.1 billion, a number that wouldn’t 
double for 10 years. But such exports have 
doubled again in just the past three years, 
to $102.7 billion. India’s service-sector ex- 
ports, just short of $30 billion three years 
ago, have shot up to more than $60 billion. 
Overall, trade now amounts to more than 
43% of the Indian GDP. And while the exact 
numbers are subject to debate, there is no 
doubt that hundreds of millions of Indians 
have been pulled out of poverty. The pro- 
fessor finds much to applaud. 

Mr. Panagariya, however, is hardly a 
cheerleader. While he believes that In- 
dia’s impressive growth is likely to be 
sustainable, as long as reforms continue, 
he scoffs at fashionable predictions that 
India will pass China in the coming half 
century. “Such long-term predictions have 
no more validity than astrological predic- 
tions,” he quips. The economist has the 
numbers to show that India still has a long 
way to go: India’s share of world merchan- 
dise exports has doubled since 1990, but 
is still only about 1%. By contrast, China’s 
share of global merchandise exports rose 
to 6.5% by 2004 from 2.8% in 1984. And 
while India’s exports of goods and servic- 
es are now in the 20-plus percent range 
of its economy, China’s trade in goods and 
services shot up to 65% of its GDP in 2004 
from 20%. And since 1990, India’s share 
of manufacturing to its total economic 
output has “stagnated at 17 percent.” In 
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sum, to overtake China in 30 years, Mr. 
Panagariya figures, India would have to 
sustain its present growth, while China’s 
own presently double-digit growth would 
have to fall to about 5%. The most sobering 
calculation is that despite the great strides 
in reducing poverty, perhaps 300 million 
of India’s 1.1 billion people still subsist on 
some $1 per day. 

Beyond competition with China, Mr. 
Panagariya analyzes just about every 
economic issue that India faces, from 
macroeconomic topics including capi- 
tal markets and trade in derivatives and 
bonds, to the performance of specific sec- 
tors like agriculture, banking, insurance, 
infrastructure, water supply, electricity 
and education. But for general readers, 
perhaps the most interesting parts of this 
book would involve the classical “political 
economy” questions. How did India dig it- 
self into such an economic hole and what 
remains to be done? 

Mr. Panagariya explains the first part 
of the question by focusing on what hap- 
pened after Indira Gandhi became prime 
minister in 1966, a position she held (ex- 
cepting the three years between 1977 and 
1980) until she was assassinated in 1984. By 
the time Mrs. Gandhi took office, evolving 
Asian tigers like South Korea were already 
looking outward. But India remained insu- 
lar, evidenced by the combination of high 
tariffs, quotas, price controls and the infa- 
mous License Raj system of bureaucratic 
control that discouraged both imports and 
productive investments. “Socialism with a 
vengeance,” Mr. Panagariya sums up this 
period. Under Mrs. Gandhi’s leadership, 
India’s economy became strangled in red 
tape and protectionism. The licensing re- 
gime was further tightened, while she na- 
tionalized banks, insurance firms, the coal 


and oil industries, and discouraged foreign 
investment and international trade. 

While such ideas certainly appear, well, 
less than bright, Mr. Panagariya is more 
interested in explanations than condem- 
nations. For instance, he observes that in 
regard to bank nationalizations, “it was 
widely believed that commercial banks ef- 
fectively excluded farmers and small en- 
trepreneurs from their lending operations, 
and that the government needed to do 
something to improve the access of these 
groups to credit.” Meanwhile, as if India 
wasn’t already doing enough to cripple its 
growth, there were external shocks: wars 
with Pakistan in 1965 and 1971, a1962 war 
with China, consecutive droughts from 
1971-73 and also the oil-price shock in Oc- 
tober 1973. 

Since 1991 India has gotten back on 
track, increasingly embracing globaliza- 
tion by lowering tariffs, removing import 
licensing, welcoming foreign investment 
and otherwise encouraging more Indian 
industries to compete in global markets. 
To cite just one example of how fast India 
can grow given the right policies, Mr. Pan- 
agariya references the opening of airlines 
to market forces, mainly in this decade. 
Domestic airline passengers numbered 8.1 
million in 1991 and increased to 13.3 mil- 
lion in 2000; by 2005 passenger numbers 
had shot up to 22.7 million. 

Still, Mr. Panagariya rightly points out 
that much more needs to be done. India’s 
ports remain clogged. Roads, particular- 
ly in poor rural areas, remain inadequate. 
Tariffs and subsidies, especially in the no- 
toriously weak agriculture sector, are still 
too high. Thanks to nightmarish labor laws 
that kill entrepreneurial activity, rent con- 
trol and restrictions on land use, urban in- 
frastructure reform appears “intractable.” 
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Despite the daunting challenges, Mr. 
Panagariya has reason to be optimistic. In- 
dian elites who once refused to heed the 
warnings of his mentor Mr. Bhagwati are 
now paying attention. It is now “unthink- 
able” that the days of the License Raj will 
return. Add India to China and the other 
Asian tigers that have become worthy of 
the attention of world-class economists 
like Mr. Panagariya. 


THE NEW ASIAN HEMISPHERE: 
THE IRRESISTIBLE SHIFT OF GLOBAL 
POWER TO THE EAST 
by Kishore Mahbubani 
Public Affairs, 314 pages, $26 
mAN E ar nee a 


Reviewed by SAMANTH SUBRAMANIAN 


IFTEEN YEARS AGO, the editor 
of the National Interest maga- 
zine, Owen Harries, thought up a 
snappy title for a Kishore Mahbubani es- 
say: The West and the Rest. That broadly 
polarized worldview characterizes much 
of Mr. Mahbubani’s subsequent writing. 
It re-emerged almost immediately, when 
Mr. Mahbubani published The Dangers of 
Decadence: What the Rest Can Teach the 
West in fiery response to Samuel Hunting- 
ton’s The Clash of Civilizations—an irony, 
since one of the most valid criticisms of 
Mr. Huntington’s essay has been its own 
recourse to generalizations, grouping en- 
tire regions under questionable labels like 
“Confucian” and “Islamic.” 

Mr. Mahbubani’s own tendency to gen- 
eralize shows up again in, and consider- 
ably weakens, his latest book. The world 
must change to reflect the growing might 
of Asia, he argues, but by Asia he really 
only means China and India, with some 
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elbow room for the Pacific tigers. He does 
not refer, for instance, to Afghanistan, 
Pakistan, the former Soviet republics, 
Myanmar, Vietnam, Bangladesh, Cambo- 
dia, Laos, the Philippines, Mongolia, Ne- 
pal, Syria, Iran or Sri Lanka. That is no 
gratuitous list; it is a reminder that in a 
continent with over 50 countries, gener- 
alizations cannot hold. 

The New Asian Hemisphere sets out ac- 
curately, if not originally, the reasons for 
the rise of China and India, a sevenfold 
path that is paved with many of the flag- 
stones of Western democracies: free-mar- 
ket economics, science and technology, 
meritocracy, pragmatism, peace, edu- 
cation, and rule of law. These are values 
the West claimed to seed, Mr. Mahbuba- 
ni writes, and yet just as they are finally 
taking firm root in Asia and changing the 
world for the better, the West is backing 
away from the prospect of a new interna- 
tional order. 

As proof, Mr. Mahbubani gives us some 
of his pet themes that featured in his ear- 
lier collection of essays, Can Asians Think? 
Economically, the European Union and 
the United States continue to support do- 
mestic farm subsidies, crippling the de- 
velopment of a truly global free market. 
Politically, the West, and America in par- 
ticular, has marginalized institutions like 
the United Nations and accorded more 
prominence to ineffectual G-7 summits. 
Culturally, the West is unable to accept 
the ascendance of Asia. Globally, the world 
order today, where an Asian can head nei- 
ther the World Bank nor the International 
Monetary Fund, and where the core com- 
position of the Security Council has not 
changed since 1945, in no way represents 
the world itself. 

These are all legitimate points, and 
Mr. Mahbubani goes into them in detail, 
drawing from his rich experience, first as 
a distinguished Singaporean diplomat and 
now as dean of the Lee Kuan Yew School 
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of Public Policy. But he is disconcerting- 
ly confident of his extrapolations and his 
models of the future. 

For China and India to vault to the sta- 
tus of America and Europe, for example, is 
no sure feat. Both countries will first have 
to raise an unprecedented number of peo- 
ple out of poverty and then into the brack- 
et of the middle class, but Mr. Mahbubani 
does not examine how these twin growth 
stories will overcome the sheer pressure 
of their populations. Their future paths 
are unparalleled in other ways as well; no 
other rising power in history has had to 
contend with a hegemon as dominant as 
America, or with growth that will be be- 
deviled by the specter of climate change. 

Mr. Mahbubani’s most contentious 
extrapolations come in a chapter titled 
“Western Incompetence, Asian Compe- 
tence?” Citing the chronic troubles in 
the Middle East, global warming and nu- 
clear proliferation, he insists that these 
issues remain unresolved because the 
West too often puts selfish short-term in- 
terests above global long-term interests. 
In contrast, “[t]he recent record of some 
Asian countries and regional organiza- 
tions serve as evidence of growing Asian 
competence, which also explains why the 
guns are virtually silent throughout East 
Asia today.” 

That record consists largely of im- 
proved Sino-Japanese relations and the 
synergies of the Association of Southeast 
Asian Nations, both of which, Mr. Mah- 
bubani acknowledges, are predicated as 
much on realpolitik and “cold geopolitical 
calculations” as on any form of altruism. 
So where, then, is the difference between 
the West’s strategizing and China’s? 
Which guns are silent in a region where 
Aceh fights the Indonesian government, 
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the oppressive governments of North Ko- 
rea and Burma persist, Sri Lanka is torn 
by internal strife, a little further west two 
nuclear powers battle over Kashmir, and 
Pakistan and Afghanistan function as a 
crucible for terrorism? 

And even if this Asian competence were 
demonstrated, how would the world set 
about moving the furniture of leadership 
from the West to Asia? Even Mr. Mahbu- 
bani seems conflicted about that transi- 
tion. “The era of Western domination has 
run its course,” he writes in one place, but 
elsewhere, he admits that “America is ob- 
viously the strongest candidate to provide 
global leadership, as it has been since 1945,” 
because neither China nor India is ready to 
audition for that role. Nature abhors a vac- 
uum, but Mr. Mahbubani does not seem to 
mind it quite so much; he leaves the space 
of leadership blank for the moment, trust- 
ing that one of the two Asian powers will 
fill it when the time comes. 

Only in certain prescriptive patches 
does The New Asian Hemisphere reveal its 
author’s acumen. Mr. Mahbubani is abso- 
lutely right about the urgency to reform 
the Security Council and other interna- 
tional organizations, about Europe’s need 
to engage with Turkey and North Africa, 
about the corrosive effects of farm subsi- 
dies on the developing world and about the 
importance of building institutions before 
building democracy. Above all else, he is 
undeniably right when he calls for the West 
to adopt a more global mindset, one that ac- 
commodates the newfound weight of key 
Asian nations in world affairs. Like an an- 
gry alarm clock, The New Asian Hemisphere 
buzzes insistently with that single valuable 
message, in its attempt to stir Western poli- 
cymakers into wakefulness, understanding 


and meaningful action. 
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Reviewed by SALIL TRIPATHI 


ODAY, CHINA AND India are 
talked about in the same breath, 
which, by some measures, flatters 
India. China attracts many times more 
foreign capital than does India. China’s 
development indicators are also superior— 
higher literacy rates, life expectancy and 
computer access, to name a few. They do 
rank together, at 72, in Transparency In- 
ternational’s corruption perception index, 
and it is only in the civil and political free- 
doms index developed by Freedom House 
that India leaves China far behind. 

Chinese are free to eat while Indians are 
free to shout. But words, even expressed 
beautifully, don’t fill the belly. Explaining 
the high-handed way China rules its bil- 
lion people, Singapore’s elder statesman 
Lee Kuan Yew has often said there is no 
other way to rule China, given its size and 
the regional havoc caused by its internal 
turmoil and political chaos through his- 
tory. As Mr. Lee described it, Asian val- 
ues—which place stability and the rice 
bowl above political freedoms—are the 
Chinese way. 

Unlike China, the essence of India is 
synthesis, not binary: it wants its politi- 
cal freedoms too. Mohandas Gandhi, also 
an Asian, was concerned about poverty, 
but he also wanted the poor to have rights 
and guaranteed protection of those rights. 
One underacknowledged success of India’s 
economic reforms is that in the past 15 
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years, India has lifted millions of people 
out of poverty without suspending their 
civil rights. Between 1991 and 2001 India 
added 156 million people to its population 
and yet the number of poor people in India 
actually fell by 37 million. 

Nonetheless, if foreign investment 
flows, rate of growth of economy and so- 
cio-economic indicators are the sole yard- 
sticks used to judge the two Asian giants, 
it might seem that China has already out- 
run India. 

Not so fast, says Tarun Khanna, in this 
entertaining and engrossing book, which 
draws on several years of travel, detailed 
research and personal interviews with 
hundreds of Chinese and Indian officials, 
business executives and thinkers. Mr. 
Khanna was born in India and teaches at 
Harvard Business School, where he has 
made his mark as an expert on entrepre- 
neurship, emerging markets and strategy. 
In 2003, he challenged the conventional 
notions about India and China (that Chi- 
na had outpaced India) through a coun- 
terintuitive article, “Can India Overtake 
China?” in Foreign Policy magazine, coau- 
thored with a Chinese-American colleague 
from the Massachusetts Institute of Tech- 
nology, Yasheng Huang. By stressing In- 
dia’s homegrown entrepreneurial talent, 
Messrs. Khanna and Huang showed how 
it was not necessary for a country to de- 
pend only on foreign investment to prog- 
ress rapidly. They pointed out that India 
has a long tradition of entrepreneurial tal- 
ent, a factor often misunderstood or un- 
derestimated by foreign investors, to their 
peril once they enter India. 

Having established that polemical 
point, Mr. Khanna adopts a sober tone in 
this work, maintaining steadfast neutral- 
ity in analyzing the astonishing growth 
of the two countries, which will surely do 
much to reshape the way the world looks 
in the coming years. 

Besides neutrality, Mr. Khanna com- 
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bines limpid prose and a sound evi- 
dence-based approach to make the book a 
refreshing alternative to many arcane, el- 
liptical academic tracts on the subject. 

The book’s final great virtue is Mr. 
Khanna’s tendency to raise provocative 
questions. Consider this sample: Why has 
China, despite a supercharged growth rate 
for over two decades, failed to produce the 
world-class, homegrown 
companies India has? In- 
dian triumphalists typi- 
cally talk of the degree of 
freedom granted to Indi- 
ans—which rewards free 
thinking and allows such 
companies to emerge. May- 
be, but again, Indian de- 
mocracy does not provide all 
answers. Mr. Khannarightly 
asks, given that China bans 
elections and India holds 
them periodically, why are 
India’s state legislatures and 
the national parliament itself filled with 
criminals? The answer lies in India’s tardy 
legal development, and more important, its 
pathetic record of enforcement. 

But then consider the question of for- 
eign direct investment, where China out- 
paces India. Mr. Khanna acknowledges 
Chinese success in rolling out the red 
carpet for the “astronauts,” or overseas 
Chinese, and feting them on their return 
home. In contrast, India views overseas 
Indians with far less enthusiasm. 

Indians do take pride when Rajat Gup- 
ta, Vikram Pandit and Indra Nooyi head 
icons of American business (McKinsey & 
Co., Citicorp, Pepsi), or when Zubin Meh- 
ta heads the New York Philharmonic. But 
when overseas Indians want to invest in 
India, they do not receive the special treat- 
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ment China offers its long-lost cousins. 
Since Deng Xiaoping’s assent, Mr. Khanna 
says, successive Chinese leaders have fash- 
ioned rhetoric and policy to lure this vast 
group’s wealth and investment. This in- 
cludes capitalizing on the unwritten code 
of guanxi, or connections, and specific in- 
centives to businessmen investing in their 
home provinces. New Delhi has now of- 
fered limited citizenship 
rights to overseas Indians 
from a few countries, as 
well as certain incentives 
to invest in industries and 
stock markets. But on the 
whole, India does not woo 
its diaspora. 

The economic conse- 
quences are clear, but again, 
only up to a point. Several 
thoughtful Indian econo- 
mists and stock market 
professionals say there is no 
fundamental reason India 
should offer privileged terms to one set of 
investors, i.e., overseas Indians. Why not 
open India for everybody? A related issue 
is the fact that many overseas Indians built 
their fortunes in trading (like the Hinduja 
brothers), or they are professionals (like 
Mr. Gupta and Ms. Nooyi). There are rela- 
tively few manufacturers—Lakshmi Mit- 
tal is the exception. And unlike China, as 
Mr. Khanna himself showed us in his 2003 
article, India has a large domestic pool of 
private-sector companies. What they lack 
is not capital as such-India’s thriving 
stock markets are a testament to that-but 
economic freedom to compete locally and 
globally. 

This does not mean India can afford 
to be self-reliant. The fact that Indians 
launched many Silicon Valley start-ups 


demonstrates the reason India needs to do 
more to lure such talent back home. And 
Mr. Khanna concludes by saying that just 
as China can become a global manufactur- 
ing hub, India can become a tech hub. 

This is where Mr. Khanna sees hope- 
in India and China working together. He 
sees great value in a border town opened 
for trade across the McMahon Line. Mr. 
Khanna’s Harvard University colleague 
Amartya Sen has also shown ancient links 
between India and China-from the Tang 
dynasty onward, Xuanzang (Huen Tsang), 
Faxian and Yi Jing (l-tsing) travelled to 
India, marvelling at its culture. 

Those are good building blocks, but 
strategically, India and China are destined 
to compete. Indian hawks point out how 
China continues to make incursions into 
India. Indians are cautious about Chinese 
investment in India, and to make matters 
worse, the level of scholarship about Chi- 
na in India-in the academia and among 
journalists-remains poor. In the end, Mr. 
Khanna believes individual entrepre- 
neurial attitudes will lift the countries. It 
means India should become a bit more like 
China~and China, a bit more like India. 


MEDIA IN HONG KONG: 
PRESS FREEDOM AND POLITICAL 
CHANGE, 1967-2005 
by Carol P. Lat 
Routledge, 288 pages, $135 
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Reviewed by WILLY LAM 


ENSORSHIP, INCLUDING THE 
creepy version known as self- 
censorship, is not unlike the early 
stage of cancer. At first the victim may not 
suspect that something terrible is amiss; 
but when symptoms become noticeable 
the disease is at its terminal stage and it’s 
often too late for a cure. Well, the cancer- 
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ous cells of media prohibition and allied 
ills such as the artful distortion of truthful 
reporting have been eating away at Hong 
Kong’s increasingly fragile body politic 
since before the July 1, 1997, handover. 

Former Chief Secretary Anson Chan 
late last year decried “increasing signs of 
self-censorship” in the special administra- 
tion region. Mrs. Chan, who was running 
for a seat in Hong Kong’s legislature, re- 
minded “proprietors and reporters ... that 
freedom is one of the cornerstones of Hong 
Kong’s success.” As evidence of a gradu- 
al but relentless “tilt” toward Beijing, she 
pointed to how even so-called moderate 
and neutral media had joined in a well- 
orchestrated attack on veteran democrat- 
ic leader Martin Lee after he had urged 
Western governments to raise human- 
rights issues with Beijing in the run-up to 
the 2008 Olympics. Mrs. Chan, sometimes 
known as “the conscience of Hong Kong,” 
has herself been subject to a constant bar- 
rage of criticism from several pro-Beijjing 
papers. 

While only three of Hong Kong’s 20 or 
so newspapers and television stations are 
directly controlled by the Chinese Com- 
munist Party, the great majority of local 
media has shied away from direct criti- 
cisms of Beijing’s policies, especially those 
relating to the Special Administrative Re- 
gion. Several newspapers have even been 
doing the ccp’s bidding in running nega- 
tive reports about pro-democracy candi- 
dates in district council polls last month 
and legislative elections scheduled for 
next year. 

Why has this happened? While the me- 
dia owners are in some instances Western- 
educated Hong Kong businessmen, they are 
anxious to curry favor with Beijing so as 
to expand their business interests, which 
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range from trading to real estate, in the 
mainland’s market of 1.3 billion people. 

The once-vigorous Hong Kong media’s 
degeneration to echoing ccp diktat is ably 
chronicled in Media in Hong Kong. Soon 
after the 1997 handover, Ms. Lai writes, 
“newspaper proprietors appeared to be 
acting on behalf of the new regime,” with 
the result that “sensitive news stories or 
documentaries were either spiked or put 
on the back burner.” Pro-Beijing media 
owners, she adds, “may even risk loss in 
circulation figures, a reduction in staff mo- 
rale, media credibility and indeed readers’ 
support in order to reap long-term mate- 
rial reward for their personal and business 
interests.” 

Ms. Lai, a media studies professor at 
the University of Macau, has worked for 
several Hong Kong papers. She is thus in 
a position to bring first-hand knowledge to 
bear on this topic. Very often, the sidelin- 
ing or dismissal of antiestablishment re- 
porters and columnists have taken place, 
she indicates, in the form of “newsroom 
and news desk reorganization carried out 
in the guise of anew market strategy.” 

The book does a good job comparing 
the British colonial authorities’ fairly di- 
rect control of the media in the 1960s and 
1970s to the new sovereign power’s sub- 
tler—but also tougher—efforts to under- 
mine press freedom post-1997. There are 
penetrating appraisals of the editorial 
and political stances of major print media, 
which are based on the author’s interviews 
with senior editors and frontline report- 
ers. For example, Hong Kong’s major 
English-language paper, the South China 
Morning Post, has not only depoliticized 
its China reporting (once headed by this 
reviewer) but abolished the paper’s en- 
tire local political desk. The “church and 


At the South China Morning Post, the ‘church and state’ 
separation between owners and editors has been shattered. 










state” separation between owners and edi- 
tors has been shattered. As Ms. Lai puts 
it, the scmp’s chairman, Ean Kuok, vetted 
each evening’s news lists—and occasional- 
ly asked editors to tone down stories. The 
only thing that editors could do, she adds, 
is not to rub Mr. Kuok’s sensitivities the 
wrong way by using “very boring terms” 
to describe each day’s news. 

To illustrate the gradual but relent- 
less decline of media objectivity and 
standards, Ms. Lai has done a thorough 
analysis of various newspapers’ treat- 
ment of remarkable events such as the 
incarceration of Hong Kong reporter Xi 
Yang in 1993 and the Taiwan presiden- 
tial elections in 2000. The author notes 
that Beijing has taken advantage of SAR 
residents’ overall sympathy for national 
reunification to prod the Hong Kong me- 
dia into various degrees of Taiwan bash- 
ing. “The Chinese call for reunification 
with Taiwan appeared to be natural and 
legitimate,” she writes. “Therefore, news 
reports of a Chinese nationalistic nature 
were prominently displayed and present- 
ed as authoritative.” 

One surprise of the book is that Ms. 
Lai doesn’t seem pessimistic about the fu- 
ture of the Hong Kong media. She notes 
that while the press is being buffeted by 
political and economic pressure—from 
Beijing; the sar administration; as well as 
big business groups—countervailing fac- 
tors such as “market influence, consumer 
power, journalistic norms and the civil so- 
ciety as a source of information” are still 
prevalent. There are also a few outlets, 
such as the Apple Daily, which have seen 
their circulation and influence expand by 
giving strong support to pro-democracy, 
“anti-China” politicians. 

The political and economic realities in 
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the sar, however, are changing rapidly. As 
the Hong Kong economy, and the liveli- 
hood of individual citizens, becomes more 
dependent than ever on the mainland, an 
increasing proportion of the middle and 
professional classes has succumbed to the 
“you don’t bite the hand that feeds you” 
mentality. This was demonstrated by the 
relatively strong showing of pro-Beijing 
candidates in the most recent district- 
council elections. 

Growing numbers of SAR residents 
are supportive of conservative, even an- 
tidemocratic values. Their chosen politi- 
cians may no longer want “objective” or 
“pro-democratic” media to remind every- 
one of the ugly realities behind Beijing’s 
intervention in SAR politics, including the 
region’s freedom of expression. Under 
these circumstances, those cancerous cells 
that are nibbling at the territory’s already 
weakened Fourth Estate may become so 
poisonous as to deprive freedom-loving 
Hong Kong residents of a platform for 
voicing their frustrations and protests. 


BANKRUPTING THE ENEMY: 
THE U.S. FINANCIAL SIEGE OF 
JAPAN BEFORE PEARL HARBOR 
by Edward S. Miller 
U.S. Naval Institute Press, 
353 pages, $32 
Noe OS 
Reviewed by MICHAEL JUDGE 


ARELY DOES A book of history tie 
so directly into current geopo- 
litical events as does Edward S. 
Miller’s study of the United States’ finan- 
cial assault on Japan in the months and 
years leading up to Dec. 7, 1941, and the 
attack on the U.S. Naval fleet in Pearl Har- 
bor. Indeed, one can hardly pick up a paper 
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today without reading of economic sanc- 
tions and the freezing or unfreezing of the 
assets of a “rogue state” or “state-sponsor 
of terrorism.” 

In this follow-up to his acclaimed War 
Plan Orange: The U.S. Strategy to Defeat 
Japan, 1897-1945, in which he examined 
in great detail what he called “history’s 
most successful war plan,” Mr. Miller fo- 
cuses here on the lesser-known financial 
front of the war. Combining sanctions and 
a crippling oil embargo, this left Imperial 
Japan’s leaders with the unhappy choice 
of attacking the U.S. or compliance with 
U.S. demands to retreat from all colonial 
conquests (something Tokyo had repeat- 
edly refused to do). 

While there have been many accounts 
of the diplomatic breakdown between Ja- 
pan and the U.S. in the lead up to war, Mr. 
Miller’s is the first to concentrate solely on 
what he calls America’s “financial siege” of 
the Japanese economy. This is due largely 
to the fact that crucial papers from the U.S. 
Treasury Department’s Office of the Assis- 
tant Secretary of International Affairs, es- 
tablished in 1938 and a main source of Mr. 
Miller’s research, were not fully declassi- 
fied until 1995-96. The author calls these 
documents, virtually unknown to the pub- 
lic for 50 years, “a treasure trove of U.S. 
assessments of Japan’s financial problems, 
and U.S. proposals to exploit them.” 

Using these recently declassified Trea- 
sury documents, combined with extensive 
research and facts and figures from numer- 
ous Japanese sources, Mr. Miller argues 
that the most damaging element of Presi- 
dent Franklin Roosevelt’s July 26, 1941, 
sweeping trade embargo against Japan was 
the invocation of a then-obscure 1917 law, 
the Trading with the Enemy Act, which al- 
lowed the U.S. to seize Japanese funds in 
America while at the same time thwarting 
Tokyo’s access to dollars abroad. 

In the book’s introduction, Mr. Miller 
writes: 
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I propose that the most devastating Ameri- 
can action against Japan was the financial 
freeze. Money mattered. In 1941 war had 
congealed the financial systems of other 
great powers, rendering their currencies 
inconvertible. Abroad, the yen itself was 
illiquid, that is, not acceptable for pay- 
ments outside the Japanese Empire. The 
United States stood in the extraordi- 
nary position of controlling nearly all the 
world’s negotiable money resources. It 
applied its extraordinary power to ‘bank- 


rupt’ Japan. 


But unlike his previous book, War Plan 
Orange, this is not the story of unprece- 
dented success. Indeed, if that episode was 
“history’s most successful war plan,” the 
product of the greatest military and stra- 
tegic minds in America, then the financial 
assault against Imperial Japan was a stra- 
tegic miscalculation, argues Mr. Miller, 
conceived and executed by faceless bu- 
reaucrats: 


Bankruptcy is a condition imposed by a 
court of law to compel settlement of debts. 
A bankrupt person or company that is 
judged insolvent lacks sufficient assets to 
pay. A sovereign nation, however, is not 
subject to a court’s jurisdiction, and in any 
case, on July 25, 1941, Japan held ample 
liquid assets—dollars in U.S. banks and 
gold bars in Tokyo vaults—to purchase vi- 
tal imports and service its relatively small 
international debts. Japan was not insol- 
vent, then or later. On 26 July, however, a 
stroke of the pen rendered it illiquid. The 
freeze isolated Japan economically from 
the outside world, voiding its monetary 
assets, both sums on hand or obtainable in 
the future. Consent to buy strategic goods 
in the United States, or in any country that 


If state players were always rational, economic sanctions 
would be more effective than their poor track record shows. 






exported for dollars, was withheld by the 
United States in conjunction with parallel 
freezes by British and Dutch empires. Ja- 
pan’s commercial sphere shriveled to the 
‘yen bloc’ of its colonies and conquered re- 
gions in East Asia. 


The result was paralysis for a Japanese 
financial system dependant upon access to 
dollar-denominated assets. “Midlevel of- 
ficials of the U.S. government applied the 
monetary freeze with devastating effect,” 
writes Mr. Miller. “Financial strangulation 
was not the intended policy of Roosevelt or 
his cabinet secretaries or Congress. It was 
a weapon honed by staff aides who were 
thrust suddenly into positions of power due 
to their expertise. They opportunistically 
seized the reins to drive a U.S. policy ‘de- 
signed to bring Japan to its senses, not its 
knees’ toward a warlike confrontation.” 

If peace was indeed the ultimate goal of 
these “midlevel officials,” one would have 
to agree with Mr. Miller that “the prewar 
bankrupting of Japan failed in its purpose 
of deterring Japan from attack.” What Mr. 
Miller, an economist and former chief fi- 
nancial officer of several multinational 
companies, considers failure, however, 
may be seen by his more cynical brethren 
in geopolitics as the successful execution 
of a key element of the U.S. war plan: forc- 
ing Japan to attack when it was at its most 
vulnerable—both in terms of resources at 
home and its ability to attain them abroad 
(a strategy Sun Tzu would appreciate). 

Moreover, if anything was made clear in 
the 20th century it was that states, especial- 
ly despotic ones, do not always act in their 
citizens’ best interests. Indeed, if only state 
players were as rational as economists be- 
lieve individuals to be then economic sanc- 
tions and the freezing of assets—whether 
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imposed against Cuba, Burma, Iran, Iraq, 
Libya, North Korea or Syria—would be far 
more effective than their dismal track re- 
cord shows. 

Imperial Japan—similar to Iraq under 
Saddam Hussein, Burma under the mili- 
tary junta or North Korea under Kim Jong 
Il—was for the most part impervious to the 
suffering of its own people, not to mention 
the millions of Asians it raped, murdered 
and subjugated in its “colonial territo- 
ries.” By freezing the assets of an economy 
geared toward war and a military dictator- 
ship aligned with Europe’s Axis Powers, 
the Roosevelt administration surely un- 
derstood that attack was, if not imminent, 
then probable. 

But what’s most fascinating about Bank- 
rupting the Enemy is not the author’s opin- 
ions on whether Fpr’s financial assault on 
Japan was a success or failure or part of 
some grand plan to force an attack on Pearl 
Harbor, thus providing the rationale for 
America’s entry into World War H. Rather, 
the book’s contribution lies in the author’s 
dogged research of the players and events 
in what was until recently a forgotten bat- 
tle of the Pacific War—a battle played out 
behind the scenes, with great duplicity and 
failed diplomacy, in the back halls of the 
U.S. Treasury Department and, later, on the 
front pages of the world’s newspapers. 


THE ASIAN MODERN: CULTURE, CAPI- 
TALIST DEVELOPMENT, SINGAPORE 
by C.J.W.-L. Wee 
Hong Kong University Press, 
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NTIL COMPARATIVELY recent- 
ly, Singapore’s ruling People’s Ac- 
tion Party often saw local culture 
and traditions as hindrances to growth. As 
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Mr. Wee, a professor of English at Nan- 
yang Technological University, explains, 
pap leaders sought to broadly subordinate 
societal values to the goal of economic 
progress and in the process, did far more 
than colonialists to downgrade and sup- 
press ideas about Asian authenticity. 

However, in time, PAP leaders would 
spearhead an international ideological 
campaign championing so-called Asian 
values and, subsequently, embrace local 
cultural diversity as part of a campaign 
for creativity. Yet, as Mr. Wee explains, this 
was not a complete turnaround, but instead 
a change in PAP strategy toward cultural 
identity and social engineering. Mr. Wee 
doubts this change is achievable as he en- 
visions the ruling party “trapped between 
the society and culture it created and the 
society and culture it now desires.” 

Mr. Wee sees three phases in relation- 
ships between culture and politics in Sin- 
gapore under the pap. In the initial phase, 
universal Western values of modernization 
were deployed to “deterritorialize” culture 
in Singapore. During the 1960s, the PAP set 
about supplanting what it saw as cultural 
obstacles to economic growth. As chief Par- 
ty ideologue and propagandist S. Rajarat- 
nam comments within the book, “‘if culture 
is a man-made way of life, it can be re-made, 
socially and culturally engineered.” 

Phase two during the 1980s and 1990s 
was very much about this remaking of 
culture. Government leaders aggressive- 
ly championed traditional “Asian” values 
and juxtaposed them against negatively 
portrayed Western values. Geography now 
mattered to culture, as the pap abandoned 
the earlier commitment to a homogenizing 
modernity in favor of a “re-ethnicizing/re- 
Asianizing” of the city-state. 

The third and current phase in cul- 
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ture and politics reflects policymakers’ 
reassessment of Singapore’s niche in the 
changing global economy. The push into 
new and profitable markets necessitates 
a rebranding of the product: “In place of 
the state-sanctioned passivity is now an 
official desire for ‘messy’ creativity, for 
something less conformist that can spur 
Singaporeans’ ability to maintain the city- 
state’s ‘hub’ status within global capital- 
ism.” Here contradictory impulses are at 
work: cultural freedom and autonomy are 
lauded while the adminis- 
trative state is mobilized 
for their promotion. 

Mr. Wee powerfully 
draws out how this latest 
refashioning of the official 
function of culture is imple- 
mented without any appar- 
ent critical self-reflection 
or sense of irony by Singa- 
pore’s political leaders and 
bureaucrats. He quotes the 
permanent secretary Tan 
Chin Nam of the Ministry 
of Information, Culture and 
the Arts laying out what it all means: “...the 
Singapore ‘brand’ has shifted from a focus 
on ‘hard’ aspects such as costs, efficiency 
and technology to ‘softer’ aspects such as 
lifestyle, experience and innovation.” 

Notwithstanding some interesting and 
significant attempts by local playwrights to 
exploit the latest twist in official thinking 
about culture, Mr. Wee sees little prospect 
of recreating genuine independent cultur- 
al innovation: “The burst of high-cultural 
development in the face of a statist, petit- 
bourgeois philistinism indicates the point 
at which the culture of economy has turned 
upon itself to hollow out the plural cultural 
‘reality’ that once was ‘Singapore.” 
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Mr. Wee’s book represents a refreshing- 
ly original perspective in emphasizing the 
continuity between colonial and postcolo- 
nial PAP notions of modernity. This serves 
to highlight how Western ideas were in- 
corporated into PAP ideology and reminds 
us, at the same time, of the tensions be- 
tween economic liberalism and democra- 
cy within the West. 

Where Mr. Wee’s analysis falters is in his 
failure to distinguish between the rhetoric 
and substance of neoliberalism. As he sees 
it, the 1997 Asian econom- 
ic crisis highlighted and 
thereafter accentuated the 
contradiction between the 
PAP’s embrace on one hand 
of the international neo- 
liberal economic order and 
on the other hand domestic 
economic interventionism. 
To be sure, there are ten- 
sions—as evidenced in the 
protracted negotiations 
over the United States-Sin- 
gapore Free Trade Agree- 
ment, which came into 
effect in 2004. The government-linked 
companies that dominate the command- 
ing heights of the Singaporean economy 
are seen by the U.S. and other competitors 
as insulated from competition and as such 
remain a point of contention. 

Yet this apparent ideological mismatch 
between state capitalism and neoliberal- 
ism assumes that the latter is chiefly de- 
fined by the pursuit of free enterprise. It 
isn’t. It is the pre-eminence of the pri- 
vate sector and the values of the market 
that defines neoliberalism. This distinc- 
tion allows a significant degree of space 
within which Singapore Inc. can operate, 
so that increased market opportunities 





for international investors—without any 
dismantling of Singapore Inc.—may suffi- 
ciently placate these interests for a while 
yet. Meanwhile, the effectiveness of the 
Singapore government in blocking chal- 
lenges to private business and state capi- 
talists, especially from independent trade 
unions, will continue to earn the PAP acco- 
lades from the Cato Institute, the Heritage 
Foundation and other international cham- 
pions of neoliberalism. 

Mr. Wee also shows that social demo- 
crats in the West have long held a soft spot 
for the so-called developmental state. In 
Singapore’s case, though, the appeal of 
this part of the pAp’s “Singapore Story” has 
been tempered not just by concerns about 
political repression, but the pre-eminence 
of multinational corporations. While Mr. 
Wee quotes economic historian W.G. Huff 
observing that “the pap obviated the need 
to look to the Chinese-educated and Chi- 
na-oriented Chinese who had traditionally 
made up Singapore’s entrepreneurs,” nei- 
ther Mr. Wee, nor Mr. Huff before him, of- 
fer any account of the politics behind the 
aversion to promotion of a private sector. 

This is an important omission. The links 
between the opposition Barisan Sosialis- 
associated civil society groups and ele- 
ments of the domestic private sector made 
the pap nervous. Supporting the domes- 
tic private sector ran the risk of helping to 
foster an independent social and economic 
base for the Barisan and other opponents. 

Furthermore, the development of state 
capitalism has profound political conse- 
quences. It has given the PAP vast resourc- 
es and decision-making powers affecting 
business contracts, employment, superan- 
nuation and housing, so that the state can 
allocate resources to reward or punish Sin- 
gaporeans. For this reason, no less than any 
particular conception of modernity, dis- 
mantling the interventionist state would 
be a difficult proposition for the PAP. 

Written in a more accessible style than 
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is customary for postmodernist scholar- 
ship, Mr. Wee’s book offers readers a so- 
phisticated and interesting analysis of the 
dynamics behind, and implications of, 
changing notions of modernity promoted 
by the pap. Most importantly, his account 
forces readers to reflect on how some of 
the pap’s more contentious ideas not only 
resonate within the West, but have their 
genesis there. 


ASIA, AMERICA, AND THE 
TRANSFORMATION OF GEOPOLITICS 
by William H. Overholt 
Cambridge University Press, 
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HERE 1S A wide divergence of 
opinion among scholars and pol- 
icy makers about the evolving se- 
curity environment faced by the United 
States in Asia, and foremost among the 
contentious issues is the future charac- 
ter and strength of the People’s Republic 
of China. There is an increasingly distinct 
divide between those who view China’s 
rise as a clear threat to U.S. interests and 
those who, while not discounting the pos- 
sibility of a conflict, view China’s rise as 
an opportunity. 

Though William Overholt may fall 
clearly into the latter category, one does 
not have to agree with him on this point 
to gain insight from his most recent book 


Asia, America, and the Transformation of 


Geopolitics. In fact, in the preface to the 
book, he boasts, “There is something in the 
pages that follow that will upset virtually 
everyone.” He does not disappoint. 

Mr. Overholt makes numerous asser- 
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An outmoded U.S. security establishment has taken aim 


at a China that has abandoned communism for capitalism. 





tions that are provocative, contrarian and 
quite possibly hyperbolic. However, his 
experience and record of strategic fore- 
sight—he, for example, predicted the Sovi- 
et Union’s economic collapse and China’s 
economic successes at least as early as 1983 
when the conventional wisdom among ex- 
perts predicted the opposite—alone merits 
careful consideration of his perspective. 
Mr. Overholt spent over 30 years as a cor- 
porate executive, scholar and adviser to 
government officials throughout the re- 
gion, and is currently serving as director 
of the RAND Corporation’s Center for Asia 
Pacific Policy. 

One of his most controversial assertions 
is that the U.S. push in the past decade for 
closer military ties with Japan—with an 
implicit focus on containing China—is em- 
powering right-wing Japanese politicians. 
This could have dangerous consequences 
for the region. 

Mr. Overholt concedes that part of the 
drive for a closer U.S.-Japan alliance—in- 
cluding an expanded role for Japanese 
military forces and an effort to revise its 
post-World War IT Peace Constitution— 
stems from a frustration with Japan not 
making a military contribution to the first 
Gulf War and legitimate concerns relating 
to North Korea. However, his primary con- 
cern is that the evolution of U.S.-Japanese 
relations signals an implicit abandonment 
of the successful U.S. effort throughout 
the Cold War to “never again allow Sino- 
Japanese competition to spiral out of con- 
trol.” The U.S. achieved this balance by 
providing forces to ensure protection of 
Japan while simultaneously discouraging 
Japanese military expansion and there- 
by reassuring Japan’s neighbors—mainly 
China and South Korea. 

Mr. Overholt’s emphasis on a re-emerg- 


ing extremist right wing in Japan—an ele- 
ment of Japan’s body politic that he asserts 
is not necessarily pro-American—seems to 
be somewhat undercut by recent events, 
especially Yasuo Fukuda becoming prime 
minister in September 2007. Mr. Over- 
holt, whose book was published in 2008 
but clearly completed prior to the prime 
minister’s appointment, only mentions Mr. 
Fukuda once, describing him as, “the lead- 
er of the forces demanding that Japan pay 
more attention to good relations with its 
Asian neighbors.” Since becoming prime 
minister, Mr. Fukuda has made improving 
relations with China a priority, evident in 
part by his visit to Beijing in December and 
his pledge not to visit the controversial 
Yasukuni Shrine. Whether Mr. Fukuda’s 
conciliatory foreign policy becomes in- 
stitutionalized or successor governments 
trend more towards revisionist tendencies 
that Mr. Overholt fears will clearly be an 
important variable to watch. 

The book’s overarching thesis is that 
“A merica’s relations with Asia continue to 
rely on institutions that are a legacy of the 
Cold War,” and that those institutions— 
broadly interpreted to include doctrines, 
policies and alliances—are no longer ap- 
propriate for a region that is experienc- 
ing profound economic and geopolitical 
change. Today, he contends, a U.S. nation- 
al-security establishment that was erect- 
ed in the 1940s to combat communism has 
mistakenly shifted its aim toward a China 
that has abandoned communism in favor 
of market capitalism, promotes interna- 
tional stability instead of revolution, has 
resolved most of its border conflicts and is 
(very slowly) experimenting with democ- 
ratization that its leaders view as essential 
to future development and stability. Fail- 
ure to appreciate this shift “has led to a po- 
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tentially catastrophic misreading of China 
in much of the West.” 

Mr. Overholt presents a nuanced (and 
increasingly mainstream) argument that 
China is transforming in a positive direc- 
tion. But the book is more than just a con- 
tribution to the “China as strategic threat” 
versus “China as strategic partner” debate. 
Mr. Overholt also presents perceptive and, 
not surprisingly, provocative assessments 
of Southeast Asia, South Asia, Russia and 
Central Asia that are of value to those with 
or without in-depth knowledge of those 
regions. 

The book is peppered with insight 
gained from personal experience dealing 
with Asian leaders at the highest levels. On 
dealing with China’s leadership, for exam- 
ple, he counsels, “you can’t be the least bit 
soft, but you can’t expect to make progress 
by publicly humiliating them.” He also ex- 
tols the benefits of globalization, particu- 
larly in places like India and China where 
hundreds of millions of people have been 
raised out of poverty “at the cost of some 
slowing of wage growth in the West.” And 
he delivers frank prescriptions for what 
works in today’s globalized world: “highly 
open, entrepreneurial economies that em- 
phasize competition.” 
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Mr. Overholt’s biggest worry though 
seems to be the implications of a potential 
backlash against globalization. This could 
trigger a chain of events leading to severe 
global recession and eventually the emer- 
gence of dictatorial regimes reminiscent 
of what followed the last global economic 
backlash in the 1920s and 1930s. 

He examines this potential develop- 
ment in the most interesting chapter of 
the book: an exploration of six potential 
scenarios, plus five less likely “surprises” 
that could emerge in the region. In addi- 
tion to the backlash against globalization 
scenario, he adds scenarios titled: “Busi- 
ness as Usual,” “Cold War II,” “Reversal of 
Partnerships,” “U.S. Disengagement,” and 
what he sees as the only stable scenario, 
“Peaceful, Balanced Globalization.” Pre- 
dictably, the “Emergence of an Aggressive 
China” scenario is placed in the surprises 
section. 

Only time will tell which, if any, of 
Mr. Overholt’s scenarios will materialize. 
However, understanding the kinds of sec- 
ondary and tertiary effects explored in the 
chapter, and indeed throughout the entire 
book, will no doubt assist those with the 
power to influence future scenarios to ad- 
vance positive ones. = 
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PRESERVING CHINA’S RESERVES 
by Paul Mozur 


RACKING PANDAS IN the wild is 
not easy. As my legs, soaked from 
a fall into an icy river, grow colder 
in the January wind, my two guides con- 
fer over our next move. We have followed a 
panda’s tracks along a stream, but the trail 
has run out. Suddenly a snap of bamboo 
echoes from a thicket above. The guides 
motion silently up the hill and quietly we 
move toward the sound, hoping to catch a 
glimpse of the elusive animal. 

In Shaanxi province’s Changqing Nation- 
al Nature Reserve, this type of adventure 
is becoming more common as the reserve 
seeks to lure ecotourists with the chance of 
seeing a giant panda in the wild. Changg- 
ing protects approximately 300 square ki- 
lometers of rugged, forested mountains 
in central China and is home to the giant 
panda, golden monkey and crested ibis, all 
endangered. Because of the reserve’s rela- 
tively concentrated panda population—an 
estimated 100 live primarily in the re- 
serve—and an extensive system of old log- 
ging roads which simplify transportation 
into the core areas, it remains one of the 
best places to catch a glimpse of a wild pan- 
da. Considering surveys estimate there are 
only 1,600 giant pandas left in the wild, the 
opportunity may not last much longer. 

inacountry struggling to balance its eco- 
nomic growth with intense environmental 
degradation, Changqing is a welcome oasis. 
Unfortunately Changqing reserve is one of 
the few bright spots in a failing system. On 
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paper China can boast that 15% of its land- 
mass is designated in some way as a pro- 
tected area—with over 300 national nature 
reserves and more than 2,000 officially 
protected areas—but the statistics belie a 
system plagued by inconsistent regulation, 
inadequate funding and insufficient under- 
standing of the scientific basics of conser- 
vation. “There aren’t any real rules,” says 
John MacKinnon, who works for the Eu- 
ropean Union-China Biodiversity Program. 
“Every agency can set up whatever they 
like and call it a nature reserve and then 
do whatever they like in it.” 

Some studies estimate 40% of China’s 
mammals could be endangered, and many 
experts agree conditions have grown worse 
in the past decade. Combine this with Chi- 
na’s size and biodiversity and the problem 
takes on global implications: Many of Chi- 
na’s species exist only in China, so if the 
species dies off in China, it goes extinct. 
But there is also a glimmer of hope that 
new legislation and rapidly rising environ- 
mental awareness can stem the tide of eco- 
logical blight in the Middle Kingdom. 

The largest flaws in China’s current 
system of nature reserves are the lack of 
sufficient funding and accountability. In 
China six bureaucratic entities of vary- 
ing power govern China’s protected areas, 
which themselves can be broken down into 
at least 15 formal classifications—thus na- 
tional nature reserves are run by the State 
Council, while state-protected wetlands 
are run by the State Environmental Protec- 
tion Administration, national forest parks 
are run by the State Forestry Administra- 
tion, and so on. Each classification has dif- 
ferent regulations determined by different 
bureaucracies. Meanwhile only one na- 


a 


tional regulation (less powerful than a law) 
passed in 1994 sits in China’s law books. 
The end result is bureaucratic snafus of 
immense proportions in which oversight 
and accountability go out the window. Add 
to that a lack of funding and the result is 
that many poorly funded reserves and even 
some well-funded ones turn to commercial 
activities at the expense of conservation. 

For example Datian National Nature 
Reserve in Hainan province, responsible 
for increasing the population of the Eld’s 
deer it protects to 1600 today from 23 in 
1976, has taken to har- 
vesting the deer it pro- 
tects. A source close to 
the reserve who insists 
on anonymity to pro- 
tect his career reports 
that in order to fund a 
campaign to repopulate 
surrounding areas with 
deer, the reserve began 
slaughtering a percent- 
age to make blood wine. 
The wine is then hawked 
at a store on the reserve 
for a price of 100 yuan ($12.33) per bottle. 
“Based on the census I worked on, the pop- 
ulation of deer was lower than expected,” 
the source reports. Most likely this means 
that there has been an increase in the har- 
vest without setting up an adequate quo- 
ta system. If this farming is not stopped it 
might result in a decline of the population 
back to dangerously low levels. 

The story of Datian may be an extreme 
case, but it is hardly unique. Reports of the 
construction of dams, hotels and restau- 
rants in sensitive parts of reserves are not 
uncommon. Meanwhile I independently 
came across further reports of mining and 
commercial fishing in two other national 
reserves. Although in some instances this 
abuse is linked to corruption, many reserves 
operate openly as commercial entities. 

But even where oversight and funding 
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are adequate, understanding of the basic 
scientific principles of conservation is lack- 
ing. For example, most reserves are hobbled 
by an antiquated, top-down zoning system. 
A relic of China’s old “man and biosphere” 
system, which was set up in the 1980s to ex- 
plore the interaction between humans and 
the environment, the zoning system breaks 
up most Chinese reserves into three zones: 
a core and buffer zone, where only scien- 
tists and other approved individuals can 
enter; and an experimental zone, where 
tourists and the development of tourist fa- 
cilities are allowed. 

In theory this means 
that tourists are barred 
from the core and buf- 
fer zones of reserves, 
which can sustain tour- 
ism and usually contain 
most of the attractions 
of areserve. Meanwhile 
less interesting periph- 
eral areas that can- 
not handle large-scale 
development become 
overbuilt. Simply put, 
core zones tend to be overprotected while 
experimental zones go underprotected at 
the expense of the environment and tour- 
ists’ enjoyment alike. 

In some regions, this overly strict and of- 
ten unenforceable system also causes un- 
necessary conflict with local communities 
who live in the reserve. For instance, in Jiu- 
zhaigou Scenic and Historic Interest Area, 
named after nine Tibetan villages which 
once dotted its grounds, local Tibetan 
populations have been banned from riding 
horses in the park, which, Mr. MacKinnon 
says might have been allowed with minimal 
environmental impact—especially in com- 
parison to the impact that excess tourism 
has had on the valley. 

Amid all of the problems that have 
plagued China’s protected-areas system, 
there is some light at the end of the tun- 
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nel. As part of a Support to Environmen- 
tal Legislation Project in 2005, the Asian 
Development Bank contracted the World 
Conservation Union to provide technical 
assistance to the Environmental Protec- 
tion and Resources Conservation Com- 
mittee of the National People’s Congress 
in drafting China’s first national law regu- 
lating nature reserves. 

Encouragingly the law is not simply 
a Band-Aid for China’s broken protect- 
ed-area system. While an early draft re- 
mains vague about funding, it goes to great 
lengths to establish a sound scientific, legal 
and bureaucratic framework from which 
China’s protected-areas system should be 
built. But, for all of the work and thought 
that has gone into the law, the completion 
of a final draft has been delayed, report- 
edly the result of infighting amongst the 
six different ministries that govern Chi- 
na’s protected areas. Several government 
sources single out the stubbornness of the 
State Forestry Administration, which runs 
approximately 80% of reserves, as the 
main stumbling block. The sra did not re- 
spond to questions for this article. 

But this year supporters of the law are 
hoping a bureaucratic streamlining prom- 
ised by the Chinese Communist Party 
could improve cooperation among the 
ministries. The National People’s Con- 
gress, slated to meet on March 5, is ex- 
pected to consolidate much of the central 
government bureaucracy into three “su- 
perministries” with the goal of enhancing 
cooperation and efficiency. One of the pro- 
posed superministries, the Ministry of the 
Environment and Construction, might en- 
compass most or all of the bureaucratic en- 
tities which have squabbled over the law. 
Although it is unlikely that the legislation 
will be brought before the npc this year, a 
consolidation could mean an official pro- 
tected areas law in the near future. 

As any China watcher knows, bureau- 
cratic consolidation does not necessarily 
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lead to increased efficiency, and it might 
still be years before a law is passed. And 
once a law is passed, change and enforce- 
ment do not necessarily follow. But con- 
servationists see the law as a step forward, 
even if enforcement and funding remain 
tangled in the flaws of the Chinese system 
of governance as a whole 

While legal reform has remained slug- 
gish, awareness of the importance of 
conservation is spreading across China’s 
populace. Not so long ago shark’s fin soup 
was served at SEPA banquets; today Wild- 
Aid, an NGO that combats illegal! wildlife 
trade, counts basketball star Yao Ming as 
a spokesperson for its campaign against 
the dish. “There are now famous Chinese 
scientists who, like Western scientists, ap- 
pear regularly on natural history television 
shows,” says Matt Durnin, a conservation 
scientist in The Nature Conservancy Chi- 
na Program. “People get excited and want 
to see reserves, if they have mechanisms to 
give money they do.” 

At Changqing, my struggles are not re- 
warded with a panda sighting. Howev- 
er, on my final day, we visit a tree where 
a group of 20 crested ibis roost. Just five 
minutes spent watching the pink plumage 
of the birds color the pallid, winter sky as 
they flew more than justified the seven- 
hour journey from Xi’an. 

Brought back from the brink of extinc- 
tion (from a wild population of seven) by a 
local captive breeding center, the survival 
of the crested ibis is as much a testament to 
the resilience of nature as it is to the power 
of conservation. The panda is charismatic 
enough to draw serious attention from the 
Chinese government, but lesser-known 
species such as the ibis are at greater risk 
of being overlooked. If the system is not 
righted, species will continue to disappear 
from China, and flora and fauna will one 
day be added to the growing list of avoid- 
able victims of China’s meteoric economic 
success. 
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Of Coolies and Peons 


AT THE JAISALMER railway station last 

month, we hired a porter wearing a brass 

label on his arm certifying his position as a 

“coolie” — a word derived from the Chinese 

for hard labor, ku li. That brought to mind 

other anachronisms which persist in India. 
Where else in the world do you see classi- 
fied job advertisements for the position of 

“peon”? Rather than a feudal title implying 
life-long servitude, on the subcontinent pe- 
ons do manual labor. A favorite book on our 

India shelf is Unparliamentary Expressions, 
a compilation of taunts hurled by MPs on 

the floor of the Lok Sabha, including some 

lovely derogatory terms. The Queen’s Eng- 
lish? Give us the peon’s English any day. 


Beating the Drum of Dharma for 
Free Markets 


DOW JONES INDEXES, which produc- 
es the Dow Jones Industrial Average 
among many others, announced in Janu- 
ary its newest products: the Dow Jones 
Dharma Indexes, which are designed 
to “measure the performance of compa- 
nies selected according to the value sys- 
tems and principles of Dharmic religions, 
especially Hinduism and Buddhism.” 
So you’re asking, how do they know if a 
company is dharmically correct? Three 
advisory boards—the Dow Jones Dhar- 
ma Academic Advisory Committee, the 
Dow Jones Dharma Supervisory Board 
and the Dow Jones Dharma Religious 
Council—will make sure the index com- 
ponents “pass a set of industry, envi- 
ronmental, corporate governance and 
qualitativescreens for Dharmiccompliance.” 
So from here on out, when the market clos- 
es we'll be asking, “How did the Dharma 
do today?” 
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The Real Backseat Driver 


HERE’S ONE MORE scam to be on the look- 
out for in China, as reported by the China 

Daily. A Shanghainese woman took a cab 

home from the airport, only to have the 

driver pull over and explain that due to an 

emergency he had to turn back. He waived 

the fare and helped her find another taxi, 
which seemed fair enough. When she got 
home, however, the young lady realized 

that her notebook computer was missing 
from her bag. Turns out the driver had an 

accomplice concealed in the trunk, pilfer- 
ing from the luggage during the trip. Now, 
TT has had only good experiences with 

taxi drivers in Shanghai, including one 

who went to great effort to return a mo- 
bile phone. But sadly it always pays to be 

on your guard. 


Japan Splits Over Aliens 


A MAJOR CONTRADICTION has opened up 
in Japanese government defense policy. 
The government officially stated on Dec. 
17, 2007 that it doesn’t acknowledge the 
existence of unidentified flying objects, 
but Chief Cabinet Secretary Nobutaka 
Machimura registered a dissenting opin- 
ion, saying that uros “definitely exist,” the 
Japan Times reports. Democratic Party of 
Japan lawmaker Ryuji Yamane prompt- 
ed the government to take a stand when 
he stated that it was an “urgent task” for 
the government to collect information on 
UFOs in order to protect national security 
given the numerous eyewitness accounts. 
The government has agreed to scramble 
fighter jets to try to identify uros in the 
future. 
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Contributions to Travellers’ Tales can be emailed 
to tales@feer.com. Read more Travellers’ Tales 
online at www feer.com/tales. 
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Understanding 


KNOWLEDGE IS VITAL. BUT KNOWLEDGE IS NOTHING WITHOUT UNDERSTANDING. 


That’s why every morning over 300,000 of the smartest, most successful business leaders in Asia start their day 
with a comprehensive review of global business news in The Wall Street Journal Asia. Because it is only when you truly 
understand the issues and the context behind the news that your knowledge and experience come into their own. 
That’s understanding. That’s The Wall Street Journal Asia. 
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WO DAYS BEFORE the riots broke out in Lhasa, I had lunch 
T with a couple of officials from the Chinese Foreign Ministry in 
Hong Kong. Take a trip to Tibet, they urged, and see how well 
economic development is progressing. They exuded confidence that the 
region was stable and didn’t deserve its international reputation as a 
human-rights hellhole. James Miles, a writer for the Economist, gota 
similar message and was taking the minders up on their offer when the 
violence erupted on March 14. 

As this anecdote illustrates and nobody seriously disputes, the Chi- 
nese government was completely taken by surprise by the riots. Willy 
Lam writes in this issue that this represents intelligence and operational 
failures for which many of Hu Jintao’s cronies deserve blame. But it also 
reflects a much deeper failure: Few Han Chinese take seriously the idea 
that Tibetans have a right to preserve their own way of life. From top 
to bottom, Chinese believe the government's line that it has done great 
things for the Tibetan people. When Western media question this con- 
clusion, they are the target of rage and accusations of bias. 

Ben Hillman’s essay deserves wide attention, for it sets out how all 
the investment, infrastructure and preferential policies in the world 
can’t change the fact that Tibetans are not equipped to live life by the 
Chinese playbook of gloriously getting rich. The state’s emphasis has 
been on pouring concrete, instead of providing education. As a result, 
Han Chinese immigrants are better prepared to take advantage of the 
new opportunities, breeding resentment. 

All this is quite distinct from the matter of aspirations for nation- 
hood. But if Beijing persists in its current policies, it will push Tibetans 
into a corner so that the only option is to seek independence by violent 
struggle. That would be a disaster for both sides. 

Meanwhile, there will be a heavy price to pay in terms of lost pres- 
tige internationally. Rick Baum writes that the Olympics were expected 
to bring a loosening of restraints on freedom of expression, but quite 
the opposite has happened, with the authorities slapping new restric- 
tions on dissidents, human-rights activists and journalists. But it is the 
authorities’ own overreaction to criticism or protest that is likely to be 
the most damaging of all. This could create a vicious cycle in which the 
message of the Olympics is lost in acrimony. 

As I wrote last month, the Review has relaunched our Web site www. 
feer.com with an extensive range of free content, previewed on page 
seven. I hope that you will visit and offer your feedback. 
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These and other free online articles 
are available at www feer.com 
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Money Can't buy 
Tibetans’ Love 


by Ben Hillman 





OTH OFFICIAL CHINESE 
and exile Tibetan respons- 
es to the protests that 
broke across Tibet last 
month followed a familiar, 
worn-out script. For the Tibetan exiles 
and their international supporters this 
was a last gasp for independence by the 
victims of cultural genocide. For the Chi- 
nese government this was premeditated 
mayhem orchestrated by the “Dalai Lama 
clique” and “criminal elements” bent on 
splitting China. Both sides have it wrong. 

Certainly, Tibetan exile flags and “free 
Tibet” slogans were features of Tibet’s big- 
gest and most violent protests in decades, 
but it is simplistic to see the widespread dis- 
content on the Tibet Plateau as a bid for 
freedom of an oppressed people. Protests in 
Lhasa began with Tibetan monks using the 
anniversary of the Dalai Lama’s flight into 
exile (March 10, 1959) to peacefully demon- 
strate against tight religious controls, in- 
cluding patriotic education campaigns and 
forced denunciations of the Dalai Lama, but 
they were soon joined by ordinary Tibetans 
who used violence against non-Tibetans 
and their property. Victims included Mus- 
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lim traders as well as Han Chinese. 

As an initial media blackout turned 
into a media avalanche focused on the vio- 
lence, many Chinese became confused and 
angry. Some enraged Chinese bloggers de- 
manded Tibetan blood in return, but most 
Chinese were simply baffled by what they 
saw as Tibetan ingratitude for years of 
central government transfers that have re- 
sulted in rapid growth in the region’s 
economy and a surge in incomes. 

Indeed, state transfers to Tibetan areas 
in recent years have been astronomical in 
proportion to the size of the local economy. 
Before completing the world’s highest rail- 
way in 2006, China announced 180 other 
major infrastructure projects for the Tibet 
Autonomous Region worth 77.8 billion yuan 
(around $10.2 billion) to be constructed 
during 2006-10. The scale of these invest- 
ments becomes apparent when measured 
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against the TAR’s GDP, which was 29.] billion 
yuan in 2006. In fact, state subsidies ac- 
count for around 75% of the TAR’s GDP. 

Giant injections of state capital in major 
infrastructure projects have been driving 
growth in Tibet in recent years, with GDP 
rising an average of 12% per annum since 
the launch of the Western Development 
Scheme in 2000. This scheme is intended 
to expand infrastructure (and markets) to 
redress growth imbalances between Chi- 
na’s eastern seaboard and the impoverished 
hinterland. In 2007, the TAR’s GDP grew ata 
staggering 14% over the previous year. Re- 
portedly, incomes have been rising, too, 
with double-digit growth recorded for both 
rural and urban residents. 

Because of the rosy picture painted by 
statistics and the state media, most Chinese 
are unaware that Tibetans have been 
among the big losers of China’s economic 
miracle, and that within Tibetan areas the 
pace of economic modernization has polar- 
ized Tibet’s economy, rewarding a minority 
of Tibetans with state jobs, but marginal- 
izing the majority of Tibetans, who are 
poorly equipped to access new economic 
opportunities. Tibetans are mostly subsis- 
tence farmers and herders. They make a liv- 
ing in an upland rural economy that is much 
less diversified than other parts of rural 
China. Further gains in the productivity of 
staple crops are unlikely without major 
technological innovation. The already frag- 
ile mountain ecosystem is under further 
pressure from a population that has dou- 
bled since the 1950s. In response, tough 
new environmental laws have placed in- 
creasing restrictions on traditional practic- 
es such as grazing, hunting and, for a time, 
logging. 

Despite the boom in investment, most 
Tibetans have very limited access to off- 
farm employment. Unlike China’s eastern 
regions, surplus low-skilled rural labor is 
not readily absorbed by secondary indus- 
try. Distance and altitude make Tibet a 


poor choice for the industrial activity that 
has been the engine of growth in other 
parts of rural China. For the limited op- 
portunities that do exist, Tibetans must 
compete with migrants from other prov- 
inces who generally come with more edu- 
cation, skills and experience. 

_ While these migrants from the east are 
not flooding the Tibetan population as is 
sometimes claimed, they are saturating the 
urban labor markets. Even Tibetan employ- 
ers in Lhasa and other Tibetan areas admit- 
ted to me that they hire non-Tibetans. Not 
surprisingly, unemployed rural Tibetan mi- 
grants are reported to have been behind 
some of the worst violence of the protests. 


Tibetans Need Not Apply 


NEW AIR AND rail links to Tibetan areas 
have been accompanied by explosive 
growth in tourism, but even when this tour- 
ism is largely culture-based, it has not nec- 
essarily translated into opportunities for 
Tibetans. In one large hotel in an ethnical- 
ly Tibetan area outside the Tar, hotel man- 
agers reported that over 90% of their staff 
were non-T ibetans recruited from other ar- 
eas. When I asked for an explanation, the 
managers cited Tibetans’ dearth of skills, 
lack of experience in working fixed hours, 
and a cultural disposition not inclined to 
obediently comply with hotel guests’ wish- 
es. Even in the house-keeping department, 
more than 80% of staff were nonlocal. 

In a more striking example of how Ti- 
betans are missing out on the boom in 
tourism, when I visited Lhasa’s Potala Pal- 
ace a few years ago, I was surprised to find 
a young Han Chinese man dressed in Ti- 
betan costume selling tickets. When I que- 
ried him, he laughed and said, “tourists 
don’t know the difference anyway.” In an- 
other market, a Han Chinese woman pass- 
ing off wheat flour pancakes as Tibetan 
barley cakes gave a similar response to my 
queries. Tourists mightn’t know the dif- 
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ference, but Tibetans do, and daily experi- 
ences like these are sources of a deep and 
growing resentment. 

The reasons why Tibetans are being left 
behind by the rapid pace of economic devel- 
opment are complex, and do include cultur- 
al and language differences. Non-Tibetans 
have access to wider networks, capital and 
better information. But there is no system- 
atic discrimination of Tibetans by employ- 
ers. The labor market operates according to 
market principles and the most skilled peo- 
ple are getting the jobs regardless of ethnic- 
ity. My frequent contact with service 
industry leaders in Tibetan areas indicates 
that local employers (Tibetans and non-Ti- 
betans alike) would happily hire Tibetans 
if they could do the job. Unfortunately, most 
Tibetans, especially rural Tibetans, simply 
do not meet employers’ needs. 

A central problem is the high rate of il- 
literacy among Tibetans—among the high- 
est in China. Only 15% of TAR residents have 
some degree of secondary education. The 
curriculum follows the national one and is 
highly academic, demands strong Chinese 
literacy and is poorly adapted to rural and 
regional labor market needs. High school 
drop-out rates reflect the grim reality that 
investment in education is not re- 
warded by jobs, except for a ) 
tiny elite that are clever enough |f 
to continue to university and 
state jobs. More than 40% of 
Tibetans have no formal 
schooling at all, com- 
pared with China’s na- 
tional average of 8%. 

State investment in 
primary education has 
increased since 2000, 
triggering an increase in 
literacy. But investments 
in rural education pri- 
marily target school con- 
struction and wages. The 
quality of teaching re- 
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mains poor, as the most capable teachers 
are reluctant to accept jobs in remote posts. 
Despite accusations to the contrary, the 
Chinese government has made increasing 
efforts to sponsor bilingual education, but 
itis a double-edged sword. In many Tibetan 
primary schools Tibetan is used as the me- 
dium of education in the first few years. But 
because Chinese literacy requires a huge 
investment in time, students need to switch 
to Chinese early to have a chance of com- 
peting with other Chinese students in high- 
er level entrance exams. Many Tibetans 
simply never catch up. 

The situation is slightly better in urban 
areas where there are more and better- 
quality schools. In Lhasa many educated 
Tibetans choose to send their kids to Chi- 
nese medium primary schools because stu- 
dents at these schools take English as a 
second language. At the Tibetan medium 
schools, second language studies are devot- 
ed to Chinese. Some have suggested bilin- 
gual policy be extended to require that 
non-Tibetans in Tibet learn Tibetan be- 
fore being recruited to state jobs. However 
outside of Tibet’s monasteries and an ur- 
ban elite, levels of Tibetan literacy among 
Tibetans can be as low as or lower than 
levels of Chinese illiteracy. 

Perhaps the biggest current 
challenge for education policy 
and investment in Tibet is the 
lack of access to vocational 
training—the kind of train- 
ing that will allow Tibetans 
to compete with migrants 
from the east in construction, 
tailoring, food production 
and a host of other jobs in the 
dynamic service sector. The 
underinvestment in vocation- 
al training is evident in Chi- 
na’s official statistics. While 
the Chinese government 
spends twice the national 
average per capita on educa- 
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tion in the TAR, and teacher-student ratios 
are comparable, there are half as many sec- 
ondary schools per capita and only one 
quarter of the national average of vocation- 
al training schools. 

Overall there has been declining public 
investment in education as a percentage of 
GDP, which stands in stark contrast to the 
scale and speed of other state investments 
in the region. As migrants move in to take 
advantage of the state-led boom, illiterate 
and semiliterate Tibetans with few skills 
suited to off-farm labor become marginal- 
ized in their own econo- 
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Average household income (selected provinces) 
in Chinese yuan, per annum (2005) 


Urban 
households 


Tibetan problem. Across 
China inequality is close- 
ly linked to skills differ- 
entials, as wage increase 
among highly skilled 
workers outstrips in- 
creases among lower 
skilled workers. China’s 
Gini coefficient—a mea- 
sure of income inequality 
where “zero” is perfect 
equality and “one” is per- 
fect inequality—stands at 
0.47 making China the most unequal coun- 
try in Asia after Nepal. 

While recent evidence suggests that in- 
equality between regions might be nar- 
rowing, within Tibetan areas inequality is 
clearly increasing, especially between ur- 
ban and rural households. According to 
Chinese statistics, urban incomes in Tibet 
are five times higher than rural incomes 
Several researchers within China and 
abroad studying Tibet’s economic devel- 
opment over the past few years have ob- 
served with alarm the increased 
polarization of Tibet’s economy. In 2003 I 
cofounded the Eastern Tibet Training In- 
stitute, a vocational training center in an 
ethnically Tibetan region in northwest 
Yunnan province. The training center pro- 
vides job skills training for impoverished 


Region/ 
oi 


Tibet (rar) 


NORTHWEST 





10,659 


NOTE: ASTERISK DENOTES PROVINCES OUTSIDE THE TAR WITH 
SUBSTANTIAL TIBETAN POPULATIONS. YUNNAN HAS A SMALL 
TIBETAN POPULATION LOCATED IN THE PROVINCE'S 


SOURCE: CHINESE STATISTICAL YEARBOOK (2005) 


SARARAN Peter nnna memana eT ETAT Ara n rhe TATA A yf APR A aaa, 


youth from the countryside. By designing 
courses in consultation with local employ- 
ers and industry bodies, the institute’s suc- 
cess rate for graduates finding wage 
employment has been above 90% during 
four years of operations. It confirms anec- 
dotal evidence from local employers that 
Tibetans and other minorities can get jobs 
if they have the right skills. 

While the Eastern Tibet Training Insti- 
tute is small, its founders hope it can serve 
as a model for the sorts of education poli- 
cies needed to achieve inclusive economic 
development in Tibet 
and other parts of west 
China. The institute has 
received strong encour- 
agement by local state- 
linked bodies such as the 
Federation of Commerce 
and Industry. But until 
the Chinese government 
itself puts serious re- 
sources behind vocation- 
al training, the impact of 
the few available pro- 
grams will be severely 
limited. Central govern- 
ment policies already call for more voca- 
tional training, but only limited resources 
are allocated to it, especially in rural areas, 
and local governments are not given incen- 
tives to invest in it over the long term. 

Even granting Tibetans the opportuni- 
ties that exist elsewhere is probably not 
enough. Because Tibetans have already 
fallen so far behind, only affirmative ac- 
tion can help them catch up. To reduce in- 
equality, secure livelihoods and prevent 
future unrest, Tibet should have four 
times the number of vocational schools as 
the rest of China, not the present situation 
of only one quarter. This demands a rede- 
sign of development strategies to focus 
more on people, rather than just infra- 
structure. While roads, bridges, railways 
and buildings are certainly vital to Tibet’s 
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economic development, investment in cap- 
ital construction is four times higher than 
for education, even though education ex- 
penditures are higher than capital con- 
struction across China as a whole. 
China’s policy makers have failed to ap- 
preciate the importance of investing in 
people as part of the Western Develop- 
ment Strategy. Their approach has been to 
expand markets and to let more “ad- 
vanced” migrants lead the way. The policy 
assumption is that once Chinese migrants 
from central and eastern provinces will 
move into new markets, open small busi- 
ness, work on building sites, drive taxis 
(most taxi drivers in Lhasa are non-Tibet- 
an), Tibetans will watch and eventually 
copy them. That approach is not working. 
China’s leaders need policies that fos- 
ter inclusive development in Tibet, includ- 
ing assistance to Tibetan enterprise and 
targeted vocational training for Tibetans. 
There is a potential role for international 
NGOs here, but because of the internation- 
alization and politicization of the Tibet is- 
sue and the broad sympathy the free Tibet 
movement enjoys in the West, Chinese 
leaders are highly suspicious of foreign ac- 
tivities in Tibet. In recent years, there have 
been increasing restrictions on interna- 
tional NGO operations in Tibetan areas. 
There is little sign that the recent pro- 
tests will trigger a change in China’s Tibet 
policy. As I returned from Tibetan areas at 
the end of March, Chinese authorities 
were emphasizing control. Armed police 
reinforcements were sent to all ethnically 
Tibetan areas, including those free of pro- 
test. At the same time, the official media 
went on a publicity offensive, believing 
they could convince the world Tibetan ri- 
oters were nothing but violent criminals. 
This publicity blitz included more than 
the usual heated vitriol against the Dalai 
Lama, who Beijing accused of orchestrating 
the mayhem in order to split China. The ap- 
proach worked well in China where the 
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ethnic nationalist propaganda was unfor- 
giving. But the approach backfired on the 
international stage. In late March, foreign 
journalists taken to Lhasa to inspect the 
carnage were mobbed by monks crying and 
begging for recognition of their grievances. 
Nevertheless the Chinese leadership seems 
intent on hiding its policy failures behind 
one-sided propaganda. The nationalist card 
is designed to foster internal unity and sta- 
bility, but it also fosters ethnic hatred. If 
Chinese policy makers and media coverage 
continue to treat Tibetan protests as sedi- 
tious acts by violent criminals, it will only 
serve to fuel the growing resentment of 
ethnic Tibetans toward Han Chinese and 
of Han Chinese toward ethnic Tibetans. 
China must also end its policy of demoniz- 
ing the Dalai Lama. How will Tibetans ever 
feel at home in a country that brands their 
most revered religious figure an outlaw? 

China’s leaders desperately need to 
take a fresh approach to Tibet, and ac- 
knowledge that unequal development is an 
underlying cause of social and political 
tension. This could serve to depoliticize 
the Tibet problem, and refocus the debate 
on practical solutions. 

Recently, a group of public intellectuals 
led by Beijing-based writer Wang Lixiong 
circulated a petition urging national au- 
thorities to engage with the Dalai Lama and 
to take a more open approach to policy de- 
liberations on Tibet. Referring to the recent 
protests, the petition states, “In order to 
prevent similar incidents from occurring in 
the future, the government must abide by 
the freedom of religious belief and the free- 
dom of speech explicitly enshrined in the 
Chinese Constitution, thereby allowing the 
Tibetan people to fully express their griev- 
ances and hopes and permitting citizens of 
all nationalities to freely criticize and make 
suggestions regarding the government’s 
nationality policies.” This is promising im- 
petus for a fresh approach to Tibet policy, 
but it will be a long road ahead. = 
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Hope for a Better 





Tibet Policy 


by Willy Lam 





HE QUESTION OF “Who 
lost Tibet” is bound to 
haunt the Chinese Com- 
munist Party at least 
through to the 18th ccp 
Congress of 2012, when Party General 
Secretary and President Hu Jintao is set to 
hand over power to the “Fifth Generation” 
leadership headed by Vice President Xi 
Jinping. The ongoing disturbances in Ti- 
bet and four neighboring provinces, as 
well as the possible boycott of the opening 
ceremony of the Olympics by several West- 
ern countries, could become the biggest 
blot on the legacy of President Hu. 

A revision to the ccp’s longstanding 
tough tactics against Tibetans as well as 
the “splitist Dalai Lama clique”’—which 
the Hu leadership has accused of instigat- 
ing the current anti-Beijing conspiracy—is 
unlikely in the near term. Yet the possibil- 
ity cannot be ruled out that after 2012, 
Fifth-Generation stalwarts like Mr. Xi and 
Vice Premier Li Keqiang might undertake 
a reappraisal of Beijing’s policies toward 
increasingly restive ethnic minorities. 

To assess the impact of the Tibetan dis- 
turbances on the Chinese political land- 





scape, it is instructive to gauge the 
extraordinary nature of this frontal assault 
on the ccp’s authority. In terms of numbers 
and geographical distribution, the series of 
protests that first hit Lhasa, capital of the 
Tibet Autonomous Region on March 10 is 
the most horrendous display of anti-Beijing 
and anti-Han Chinese sentiments since the 
1959 Tibet Insurrection, after which the 
Dalai Lama fled to India. 

According to reports in internal news 
digests for senior cc? cadres, more than 
30,000 Tibetans took part in nearly 100 
“mass incidents” of varying size in Tibet 
and the provinces of Sichuan, Gansu, Qin- 
ghai and Yunnan. The March 2008 cases of 
what Beijing calls “beating, looting, smash- 
ing and burning” are thus much more seri- 
ous than disturbances in February and 
March 1989. That culminated in ruthless 
suppression when then Tibet Party Secre- 
tary Hu Jintao ordered the paramilitary 
People’s Armed Police to use live ammuni- 
tion against the “rioters.” 


œo Mr. Lam is a Hong Kong-based China scholar 


and author of Chinese Politics in the Hu Jintao 
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There seems little doubt that authorities 
in both Beijing and Tibet have to bear at 
least political responsibility for faulty intel- 
ligence and inadequate precautionary mea- 
sures to forestall these blatant acts of 
defiance. In internal briefings to cadres na- 
tionwide, President Hu and his colleagues 
had warned that underground groups in 
the two regions would, in collusion with 
“hostile, anti-China elements in the West,” 
stage incidents to embarrass Beijing in the 
run-up to the Olympics in August. More 
People’s Liberation Army units as well as 
PAP officers were ordered into Tibet and 
Xinjiang before snowfall last year. Blanket 
surveillance and arrests of suspects began 
in earnest in the winter. For instance, police 
shot dead two suspects and arrested 15 eth- 
nic Uighur activists during a PAP swoop on 
an underground, “terrorist” group in 
Urumqi last January. 

Despite all this, PLA, PAP as well as state- 
security officers guarding Tibet failed to 
anticipate that recalcitrant lamas and their 
followers throughout Tibetan communities 
in five provinces could stage a quasirebel- 
lion of such magnitude. Since the 1989 riots, 
PAP officers and state security agents have 
been stationed inside major monasteries 
within the TAR. Yet Tibetan and central au- 
thorities seemed to be caught off guard by 
the March 10 rally, which marked the 49th 
anniversary of the 1959 insurrection. 

Local and foreign eyewitness to the 
March 14 riots—in which 13 Han Chinese 
were allegedly killed—said they were sur- 
prised that few police were on hand during 
much of the rampage. Authorities in the 
neighboring provinces of Sichuan, Gansu, 
Qinghai and Yunnan were also slow to re- 
spond to demonstrations in towns and 
counties with large Tibetan communities. 

And then there is Beijing’s failure to win 
the hearts and minds of Tibetans despite 
record amounts of transfer payments to and 
massive commercial investments in the au- 
tonomous region. The central government 


spent 96.87 billion yuan ($13.8 billion) in 
the TAR in the four decades from 1965 to 
2005. Since 1993, 90% of the revenues of the 
TAR administration came from Beijing’s lar- 
gesse. The region’s app reached 34.2 billion 
yuan in 2007, meaning that Tibetans have 
a comparatively high per capita GDP of 
12,000 yuan ($1,712). Many coastal and 
even central provinces and cities have to 
observe “aid-Tibet quotas,” meaning they 
must regularly help the TAR through means 
including building factories and helping lo- 
cal farmers and technicians. The registered 
capital of domestic Chinese enterprises in 
Tibet was 22.3 billion yuan in 2007, up 54% 
from five years ago. 

Yet from the Tibetan point of view, cap- 
ital outlays are just one more way Beijing 
tries to Sinicize the region. The two-year- 
old Qinghai-Tibet Railway, which was built 
at a cost of $4.2 billion, is seen as a symbol 
of Beijing’s effort to control the ethnic mi- 
norities through Han Chinese migration, or 
what the Dalai Lama has called “demo- 
graphic aggression.” In non-winter months, 
an estimated 6,000 Chinese—mostly tour- 
ists but also traders—flock into Lhasa every 
day. The capital’s population has swollen to 
300,000 with Han Chinese outnumbering 
Tibetans by two to one. Radical monks in 
the TAR say that if no action is taken, the 
erosion of Tibetan culture will become ir- 
revocable within a few years. 

The extent and ferocity of the March 
protests means that despite the mass ar- 
rests of monks and other “instigators,” Ti- 
bet remains a time bomb that could at any 
moment shatter Beijing’s increasingly frag- 
ile control over the Himalayan redoubt. 
Moreover, Chinese authorities’ repeated 
broadcast of propaganda footage of Lhasa 
“rioters” attacking defenseless Chinese res- 
idents has further exacerbated antagonism 
between Tibetans and Han Chinese. 

Who then will have to shoulder the 
blame for this colossal policy failure? Given 
the fact that President Hu is the only mem- 
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ber of the Politburo Standing Committee 
with experience in the TAR, he can hardly 
shirk responsibility for growing instability 
in one of China’s most strategic regions. 
Moreover, as chairman of the Central Mil- 
itary Commission since 2004, Mr. Hu is re- 
sponsible for the deployment of PLA and PAP 
units around the country. 

Much more important is the fact that 
most of the cadres running western China 
are protégés of the 65-year-old supremo. 
Having spent 21 years of his career in Gan- 
su, Guizhou and Tibet provinces, Mr. Hu 
has taken a personal interest in the appoint- 
ment of top officials in TAR, the Xinjiang 
Autonomous Region and neighboring prov- 
inces. Many of these “western warlords” 
are veteran members of the Communist 
Youth League faction—which is headed by 
Mr. Hu, who ran the league from 1983-85. 

The most senior of these Hu cronies is 
Politburo member Wang Lequan, who 
headed the cyt’s Shandong branch in the 
1980s. Mr. Wang owes his promotion to the 
Politburo in 2002 to Mr. Hu, who has kept 
his protégé in the top Xinjiang post for 12 
years. While Mr. Wang fights what he calls 
“wreckers, separatists and terrorists” 
among the Uighur population, he advises 
President Hu on the overall policy of “paci- 
fication” of ethnic minorities through a 
mixture of economic aid, iron-fisted con- 
trol, and relentless Sinicization. 

The cadre who bears direct responsi- 
bility for the Tibet mess is TAR Party Sec- 
retary Zhang Qingli, who doubles as 
political commissar of the PAP’s Tibet com- 
mand. Mr. Zhang, a former deputy to Mr. 
Wang in the XAR, was appointed to his cur- 
rent post in mid-2006. The 56-year-old 
Mr. Zhang worked closely with Mr. Hu in 
CYL headquarters in Beijing. It was Mr. 
Zhang who, at a meeting of cadres in Lha- 
sa on March 15, first characterized Bei- 
jing’s battle with the “Dalai Lama clique” 
as a “life-and-death struggle between our- 
selves and the enemies.” Using language 
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reminiscent of the Cultural Revolution, 
Mr. Zhang said “we must wage a people’s 
war to counter separatism and to maintain 
stability.” Famous for his acerbic tongue, 
Mr. Zhang once called the Dalai Lama “a 
wolf in monk’s clothes, a devil with a hu- 
man face.” 

Other members of Mr. Hu’s “western 
China clique” who have failed to, in Deng 
Xiaoping’s words, “nip the forces of insta- 
bility in the bud,” include the party secre- 
taries and governors of the four provinces 
of Sichuan, Qinghai, Gansu and Yunnan. A 
look at their careers demonstrates the CYL 
faction’s stranglehold on top slots in this 
crucial part of China. Like Zhang Qingli, 
newly appointed Sichuan Party Secretary 
Liu Qibao worked with Mr. Hu at cyt head- 
quarters in the mid-1980s, while Qinghai 
Party Secretary Qiang Wei and Yunnan 
Governor Qin Guangrong are former chiefs 
of provincial-level CYL party committees. 
This runs counter to Deng Xiaoping’s fa- 
mous “credo of the five lakes and four 
seas”—officials from different backgrounds 
and factional affiliations should be consid- 
ered for important posts. 

The central government units that play 
a pivotal role in Tibetan and Xinjiang af- 
fairs—the National Nationalities Affairs 
Commission and the National Administra- 
tion for Religious Affairs—are also domi- 
nated by Mr. Hu’s trusted associates. Both 
the just-appointed NNAC minister, Yang 
Jing, and his predecessor Li Dezhu are for- 
mer bosses of provincial cYL party commit- 
tees. And NARA director, Ye Xiaowen, 
headed the Guizhou provincial cy, when 
Mr. Hu was party secretary of the province 
from 1985-88. Li Dezhu, who served as 
NNAC minister from 1998 until early this 
year, was an exponent of Sinicization as a 
solution to the “assimilation problem” of 
minority groupings. An ethnic Korean, Mr. 
Li has warned in recent speeches that “hos- 
tile enemy forces in the West” are behind a 
conspiracy to “Westernize and divide and 
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rule” China through establishing beach- 
heads in regions with large ethnic minori- 
ties. Both Messrs. Li and Ye were behind 
the Draconian policy announced last year 
that the reincarnations of deceased lamas— 
including the successor of the Dalai Lama— 
must be ratified by Beijing authorities. 

At least in the near term, none of Mr. 
Hu’s allies in Tibet and neighboring areas 
are expected to be penalized for “losing Ti- 
bet.” (So far, only a mid-ranked Tibet offi- 
cial, Danzeng Langjie, has been sacked 
apparently for mishandling the March cri- 
sis.) There is also little possibility of Beijing 
fine-tuning, let alone reversing, its take-no- 
prisoners approach toward Tibet in gener- 
al and the “Dalai Lama clique” in particular. 
This is despite the fact that the Nobel Peace 
Prize laureate is an advocate of nonviolence 
and has tenuous control over factions with- 
in the “free Tibet” movement. The younger, 
radical leaders do not rule out nonpeaceful 
tactics against their Beijing oppressors. 

It is perhaps for fear of further alienat- 
ing global opinion that the ccr leadership 
has reiterated its willingness to “reopen 
dialogue” with the Dalai Lama. While vis- 
iting Laos in late March, Premier Wen Jia- 
bao repeated a pledge he made at the 
National People’s Congress a fortnight 
earlier that “the door for negotiation re- 
mains open” provided that the Lama 
would recognize that Tibet and Taiwan 
were “inalienable parts of the Chinese ter- 
ritory.” Chinese sources familiar with Bei- 
jing’s Tibetan policies say, however, that 
as PAP and state security personnel go 
about rounding up more monks and “rab- 
ble-rousers” in the run-up to the Olympics, 
the possibilities for talks are remote. 

In the meantime, free-thinking intellec- 
tuals as well as members of the ccp’s mar- 
ginalized liberal wing have urged the 
authorities to consider reverting to the 
more magnanimous Tibetan policy initi- 
ated by disgraced party chief, Hu Yaobang. 
In the early 1980s, the late Hu, an early 
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leader of the cy. and a patron of President 
Hu, won a broad following among Tibetans 
for the zeal with which he went about re- 
pairing damages done to monasteries and 
Buddhist relics during the Cultural Revolu- 
tion. The late Hu also reduced the number 
of Han-Chinese cadres in TAR and was the 
first to invite emissaries of the Dalai Lama 
to Beijing for “reconciliation talks.” 

Another big-name advocate of tolerant 
policies toward ethnic minorities was de- 
ceased party elder Xi Zhongxun. An ally of 
Hu Yaobang, Xi ran the ccp’s Northwest 
Bureau, which was in charge of provinces 
such as Gansu, Qinghai and Xinjiang in the 
1950s. Brushing aside objections from die- 
hard conservatives such as Chairman Mao 
Zedong and General Wang Zhen, Xi mas- 
terminded conciliatory measures that pre- 
vented bloody confrontation with Tibetans 
and Uighurs. Xi’s eldest son Xi Jinping, a 
former governor of Fujian province and 
party boss of Zhejiang province, is due to 
become China’s party chief in 2012 and 
state president in 2013. There is no definite 
indication that the younger Xi is as liberal 
as his father, or that he would want to chal- 
lenge the scorched-earth ethnic policy ini- 
tiated by President Hu. However, it isin the 
interest of every new CCP supremo to estab- 
lish his credentials by exposing—albeit in 
an indirect fashion—policy mistakes of his 
predecessor. Deng savaged Mao’s legacy. 
And the Hu-Wen team has launched a cru- 
sade to rectify former President Jiang Ze- 
min’s penchant for putting coastal 
development above improving the liveli- 
hood of disadvantaged sectors, including 
peasants in western China. 

Despite his long experience in western 
China, President Hu has turned Tibet and 
swathes of Sichuan, Qinghai and Gansu 
into a virtual powder keg. And the possibil- 
ity remains that to win back Tibet—and to 
establish his credibility—Mr. Xi may yet at- 
tempt to resurrect the more rational minor- 
ity policies associated with his father. I8 


AA eet ET RRR RIA naagapan a p aA pana PN tthe treet rent Oeil ATT i PON IN A Aee i 


FAR EASTERN ECONOMIC REVIEW = April 2008 Į 


d 


emim men the eneee e iI e eenn e A i rt frei m e n en A In emer A ber r era re ai i 





Beijing Recoils Under 
The Global Spotlight 


by Richard Baum 


BOQ OY 


HEN THE 2008 Summer 
Games were first award- 
ed to Beijing seven years 
ago, expectations were 
high that the intense 
glare of international scrutiny, coupled 
with Chinese leaders’ desire to showcase 
the Games in their quest for global re- 
spectability, would push the country to- 
ward greater political liberalization, media 
freedom and respect for human rights. 
Memories of South Korea’s democratic 
opening in advance of the 1988 Seoul 
Olympics were fresh in many people’s 
minds. Consciously playing upon those 
memories, the president of the Chinese 
Olympic Committee in 2001 affirmed that 
in applying for the Olympics, “we want to 
promote...the development of society, in- 
cluding democracy and human rights.” 

It hasn’t exactly worked out that way. 
Despite Beijing’s early assurances, the Ko- 
rean experience has not been replicated in 
China. Even as long-term socioeconomic 
forces continue to nudge the People’s Re- 
public slowly and fitfully toward greater 
political openness, transparency and civic 
activism, the government’s overriding 





short-term concern with maintaining so- 
cial order and political stability in the run- 
up to the August Olympics has resulted in 
a visible tightening of state media controls 
and Internet censorship. There has also 
been an increase in harassment of human- 
rights activists. In recent months Beijing 
police have detained dozens, if not hun- 
dreds, of protesters, petitioners and whis- 
tle-blowers. Expected to help open China 
up, the Olympics have paradoxically served 
to close China down further. 

China’s mass media have been especial- 
ly tightly constrained. Early in 2007 the 
State Council announced a list of 20 topics 
that could not be openly discussed in the 
Chinese press. Banned subjects included 
the 1957 antirightist campaign, the Cultur- 
al Revolution, the Nanjing Massacre of 1937, 
judicial corruption and media freedom. The 
singling out of the media for stern treat- 
ment is hardly accidental. As the newfound 
voice of an emergent Chinese civil society, 
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investigative journalists are playing an in- 
creasingly proactive role in exposing offi- 
cial corruption, natural disasters, and social 
unrest. It is precisely such negative report- 
age, coming during the all-important run- 
up to the August Olympics, that has deeply 
worried China’s leaders. Chinese media 
have long been prohibited from covering 
bad news beyond their own provinces; now 
foreign journalists are being similarly re- 
stricted: in the immediate aftermath of last 
month’s Tibetan violence, foreign media 
were banned from the region of Greater Ti- 
bet, including wide parts of Qinghai, Gan- 
su, Yunnan and Sichuan provinces. 

For the past few years Chinese intelli- 
gence services have been compiling lists of 
foreign organizations and individuals who 
might try to stir up trouble during the 
Olympic Games. Such intelligence gather- 
ing has reportedly gone far beyond such 
“usual suspects” as the Falun Gong and 
supporters of a Free Tibet to include evan- 
gelical Christians, environmental activists 
angry about global warming and Beijing’s 
polluted air, and foreign journalists. In an- 
ticipation of a massive August influx of 
foreign media representatives, Chinese se- 
curity agencies have reportedly compiled 
dossiers on some 8,000 journalists. 

Along with heightened political surveil- 
lance and a pre-emptive crackdown on po- 
litical dissidents, journalists and 
human-rights activists, there has been 
widespread corruption and mismanage- 
ment in Beijing’s Olympic housing reloca- 
tion program. In the past five years as many 
as 1.4 million Beijing residents have been 
relocated to make room for new Olympic 
venues and urban beautification projects. A 
substantial number of the affected families 
—said to be in the tens of thousands—have 
not received either the upgraded replace- 
ment housing or the monetary compensa- 
tion promised them. To deal with the 
growing number of Beijing citizens who 
have vigorously protested against forced 


evictions and inadequate compensation, a 
number of unmarked detention centers, 
known as “black jails,” have been set up 
throughout the city. When a British televi- 
sion news team recently tried to film a doc- 
umentary at one of these detention centers, 
the crew was assaulted, its cameras 
smashed, and the journalists arrested. 

As Olympic venue construction nears 
completion, tens of thousands of rural mi- 
grant workers, hired to build and beautify 
the “New Beijing,” are being forcibly repa- 
triated. Routine identity checks have been 
instituted by security personnel at housing 
compounds throughout the city, to find and 
expel individuals with expired contracts. 

Meanwhile, a small but growing chorus 
of international criticism has begun vigor- 
ously to protest China’s amoral “energy di- 
plomacy” in Africa and elsewhere. Critics 
have focused on the pre’s refusal to use its 
growing commercial and political influence 
to promote human-rights improvements in 
such places as Burma and Sudan. 

As the clock ticks down to the Olympic 
Opening Ceremony on August 8, criticism 
of China’s human-rights record at home 
and abroad has grown stronger, giving rise 
to an energetic (if somewhat inchoate) 
Olympic boycott movement. Within China, 
a distinguished group of Chinese human- 
rights activists has publicly expressed dis- 
may Over worsening human-rights: 


We find no consolation or comfort in 
the rise of grandiose sports facilities, or 
a temporarily beautified Beijing city, or 
the prospect of Chinese athletes winning 
medals. We know too well how these glo- 
ries are built on the ruins of the lives of 
ordinary people, on the forced removal 
of urban migrants, and on the sufferings 
of victims of brutal land grabbing, forced 
eviction, exploitation of labor, and arbi- 
trary detention. 


Joining the small but vocal chorus of in- 
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ternal criticism was the codesigner of Bei- 
jing’s stunning new “Bird’s Nest” National 
Olympic Stadium, Ai Weiwei. In a video 
widely viewed on YouTube, Mr. Ai famous- 
ly gave film director Steven Spielberg the 
finger after Mr. Spielberg signed on last fall 
as an artistic consultant to the Beijing 
Games. In the past few months the list of 
prominent international Olympic nay-say- 
ers has grown to include the United King- 
dom’s Prince Charles, German President 
Andrea Merkel, European Parliament Vice 
President Edward McMillan-Scott, actress 
Mia Farrow, nine Nobel Prize winners, 119 
U.S. lawmakers, and, most recently, Steven 
Spielberg himself. In reneging on his Olym- 
pic consulting commitment in February, 
Mr. Spielberg said he could no longer con- 
duct business as usual while the human- 
rights situation in Darfur deteriorated. 

Following China’s latest crackdown in 
Tibet, French Foreign Minister Bernard 
Kouchner suggested that a boycott of the 
Olympic opening ceremony might be an ap- 
propriate way to express international con- 
cern, rather than an embargo of the games 
themselves, which are by charter expressly 
nonpolitical. In late March, France’s presi- 
dent, Nicolas Sarkozy, suggested that he 
“would not close the door” to a possible 
boycott of the opening ceremony. 

Unnerved by rising criticism, the Chi- 
nese government finds itself caught be- 
tween a rock and a hard place. Beijing’s 
normal default response to foreign oppro- 
brium—self-righteous defiance—has proved 
ineffective. Although no foreign govern- 
ments or national Olympic teams have 
joined the movement to embargo the games 
themselves (and none, other than possibly 
Taiwan, are expected to do so), the glare of 
adverse publicity has forced Chinese lead- 
ers squarely on the defensive. 

After initially expressing the “disgust,” 
“outrage” and “hurt feelings” of the Chi- 
nese people at mounting foreign criticism 
of its ostensible indifference to human suf- 
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fering in Darfur and Burma, Beijing began 
to backpedal. Fearing a bandwagon effect 
after the much-publicized Spielberg snub, 
in mid-February the Beijing Olympic Com- 
mittee declared that China was actively en- 
gaging in “quiet diplomacy” to alleviate 
human suffering in southern Sudan. Later, 
Foreign Ministry spokesman, Liu Jianchao, 
announced that Chinese policy in Burma 
was one of promoting a “democratic pro- 
cess of reconciliation and peace.” At the end 
of February the Chinese government an- 
nounced that it would resume its suspend- 
ed human-rights dialogue with the U.S. 

In Tibet, China’s leaders have also faced 
a difficult dilemma. Initially, police in Lha- 
sa did not intervene to break up demonstra- 
tions by Tibetan monks and youths. Only 
when the protest turned suddenly violent 
did units of the People’s Armed Police in- 
tervene forcibly to restore order. At that 
point all foreign journalists were banned 
from Greater Tibet and the region was ef- 
fectively sealed off. Moving quickly into 
damage-control mode, Chinese authorities 
sought to pin all blame for the Tibetan up- 
rising on the person of the Dalai Lama and 
his “splittist clique.” Carefully edited pho- 
tos and videos showing Tibetan mobs as- 
saulting Chinese civilians were broadcast 
repeatedly on domestic television, while 
numerous Internet Web sites, chatrooms 
and blogs suddenly went dark. 

Whether such damage-control efforts 
will serve to quiet the regime’s critics or 
embolden them still further remains to be 
seen. But within Beijing’s Great Hall of the 
People anxiety levels are demonstrably ris- 
ing. The government’s obsession with en- 
suring social order and political control at 
home is clashing head-on with its equally 
strong craving for Olympic prestige and ap- 
proval abroad. In the process, powerful po- 
litical crosscurrents have been set in 
motion. As the contradictions continue to 
deepen, no one can be sure how they will 
play out. = 
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Ma Ying-jeou Is 
Taiwan’s Trojan Horse 


by Hugo Restall 





NE OF THE most amusing 
moments of Taiwan’s pres- 
idential campaign came at 
a mass rally when the 
Democratic Progressive 
Party unveiled a gigantic Trojan horse. 
The sculpture was a clever dig at the pro- 
China Kuomintang candidate Ma Ying- 
jeou, whose surname means horse, driving 
home the party’s assertion that he would 
sell out Taiwan to the mainland. 

The imagery may turn out to be appro- 
priate for avery different reason, however. 
After winning a landslide victory in the 
March 22 ballot by running on a platform 
ofimproving relations with China, Mr. Ma 
has the power to put Beijing’s leaders on 
the back foot. For the last eight years they 
have wooed the nationalist Kuomintang 
party, which shares the Chinese Commu- 
nist Party’s desire for eventual reunifica- 
tion. But they will soon have reason to 
wonder whether Mr. Ma is a Trojan horse 
sent by the Taiwanese side. 

Most observers expect that Beijing and 
the Ma administration will get along like 
gangbusters. And indeed just a few weeks 
after the vote, the momentum behind re- 





suming unofficial talks, broken off in the 
mid-1990s, has already begun to build. 
These talks will fall under the auspices of 
what is known as the “1992 consensus”— 
both governments pay lip service to the 
idea that there is “one China,” but are free 
to interpret that however they wish. 


Back to 1992 


A PRIMARY GOAL of the talks will be the 
expansion of trade and transportation di- 
rectly between Taiwan and the mainland, 
the so-called “three links.” Beijing wants 
these for political reasons, while the is- 
land’s business community is desperate to 
open these channels for increased trade 
and tourism, as well as get rid of restric- 
tions on investment. For eight years the 
Chen administration managed to sabotage 
the cross-Strait relationship in order to 
dodge these pressures. So the mainland, 
having gotten its preferred interlocutor, is 
hopeful of getting the three links quickly. 

However, this is a case of be careful 
what you wish for. Mr. Ma is the most pro- 
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China politician who could possibly win 
Taiwan’s presidency. That means he has 
leverage with China, but very little room 
to maneuver domestically on cross-Strait 
issues. It is by no means certain that Mr. 
Ma can accept the three links without oth- 
er concessions from China. 

Mr. Ma has already signaled his insis- 
tence that the talks take place on a basis of 
equality, with no compromise on Taiwan’s 
sovereignty. He has also demanded that 
the ballistic missiles concentrated on the 
Fujian Province coast opposite Taiwan be 
removed, so that the island does not have 
to negotiate under the threat of attack. 

Acceding to this requests may be pos- 
sible, although they do entail a certain 
amount of risk for the Hu Jintao adminis- 
tration, especially so soon after the riots in 
Tibet. But they are just adown payment on 
a much more far-reaching concession that 
Mr. Ma will need if further progress is to 
be made toward more normal relations: al- 
lowing Taiwan greater scope to partici- 
pate in the international arena. 

Why is this critical? To understand that 
one must appreciate the history of the 1992 
consensus and how it broke down. Most 
people in Taiwan get hung up on the word- 
ing of the consensus (or lack thereof), in- 
stead of realizing that it was mostly about 
how the two sides treated each other. 

In 2000, I interviewed Lee Yuan-tseh, 
the Nobel Prize-winning chemist whose 
endorsement had just helped Chen Shui- 
bian win election as Taiwan’s president, 
and who was serving as advisor to Mr. 
Chen. Mr. Lee was mulling over what rhe- 
torical formula would allow political talks 
with mainland China to resume, and even 
asked his visitors for their opinion. He 
seemed to be turning over the phrases in 
his mind almost as if they were large mol- 
ecules that wouldn’t quite fit together. 

Today suddenly it seems there is no 
need for linguistic alchemy. Mr. Ma, main- 
land leaders Wen Jiabao and Hu Jintao, as 


well as U.S. President George W. Bush are 
in agreement that the “1992 consensus” is 
a viable way forward. This despite the fact 
that Mr. Chen spent the last eight years de- 
nying there was any such thing, and is con- 
tinuing to insist on this as he heads for the 
exit. 

Of course, as the sudden turnaround 
suggests, the precise formula for talks has 
always been a red herring. The 1992 con- 
sensus is largely devoid of content, but it 
does represent a tacit understanding about 
behavior rather than sovereignty. When 
Wang Daohan and Koo Chen-fu represent- 
ed the two sides in Singapore in the early 
1990s, each side trusted the other not to 
contradict or misrepresent the other side’s 
interpretation of the status quo. 

That kind of trust was impossible un- 
der President Chen. It is possible under 
Mr. Ma. But it’s worth remembering that 
it was only possible for a short time under 
President Lee Teng-hui, and it broke down 
when Beijing began to put the squeeze on 
Taiwan’s participation in international af- 
fairs. 

At that time Beijing still had hopes of 
bullying Taiwan into a negotiated settle- 
ment that would spell out the island’s in- 
ferior status as a province of the People’s 
Republic. But one must give Chen Shui- 
bian credit for at least one thing—by his 
provocative feints toward independence 
he succeeded in changing the domestic 
terms of debate so that nobody, not even a 
Kuomintang president, could contemplate 
giving up Taiwan’s sovereignty. 

Getting the acquiesence of the Taiwan- 
ese people for an improvement of ties then 
will require returning to the status quo at 
the time of the 1992 consensus. One way 
that this might be done would be to admit 
Taiwan as an observer to the World Health 
Assembly of the World Health Organiza- 
tion. This does not imply statehood, since 
organizations like the Red Cross and 
Knights of Malta enjoy this status. Taiwan 
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has been seeking this membership annu- 
ally for very legitimate reasons—disease 
knows no national boundaries, and the lack 
of membership means that the internation- 
al response to an outbreak of a deadly dis- 
ease on the island could be delayed, as was 
the case with sars. But each year China 
succeeds in blocking Taiwan’s application. 

This issue arouses genuine outrage 
across the political spectrum in Taiwan. It 
would be a mistake for Beijing to conclude 
from Mr. Ma’s convincing win that there 
has been a permanent turn away from pro- 
independence politicians and the identity 
politics championed by Mr. Chen. Should 
Mr. Ma be unable to deliver greater dig- 
nity for Taiwan as embodied by wHo mem- 
bership, he will remain vulnerable to 
attack by the DPP. 

Mr. Ma, who was born in Hong Kong to 
mainland parents, only managed to win 
the election by very skillfully reposition- 
ing himself as a defender of Taiwan. He 
has even been compared in this respect to 
Barack Obama, since both are members of 
an ethnic minority comprising 14% of the 
population and are offering to heal the 
wounds of prejudice. One part of his pro- 
gram was an elaborate program of touring 
the island and staying with local people of 
various ethnic groups. He also became 
more vocal in attacking China’s human 
rights record, to the point that he caused 
alarm in mainland political circles. 

As political scientist Daniel Lynch of 
the University of Southern California 
wrote for feer.com, this election actually is 
a harbinger of a new kind of Taiwanese 
identity that transcends family origins: 
“[A] deeper aspect of Taiwanese identity— 
Taiwan zhuti yishi or Taiwan-centric con- 
sciousness—not only remains alive and 
well, but was even confirmed and strength- 
ened by Mr. Ma’s victory. This harks back 
to Lee Teng-hui’s formulation of “new Tai- 
wanese,” which includes both mainland- 
ers and locals, and was a pillar of Mr. Ma’s 


winning campaign in the 1998 Taipei may- 
oral race. 

The result of all this effort was to return 
the KMT to its status in 1992: the pre-Chen 
60-40 split in the popular vote between the 
KMT and DPP. Five years ago Mr. Chen 
seemed to be moving the needle with his 
pro-independence rhetoric, but his party 
has now fallen back to its core voters. 

Nevertheless, it is too early to assume 
that identity politics is history. The best 
explanation for the shift in last month’s 
voting is the ppp’s dismal failure, not the 
KMT’s brilliance. Corruption scandals be- 
gan to pile up against the Chen adminis- 
tration shortly after the 2004 ballot. 
Several of the president’s aides as well as 
his own wife are now under indictment, 
and prosecutors have indicated that they 
intend to indict Mr. Chen himself once he 
leaves office. One of the key pillars of the 
DPP’s appeal in 2000 and 2004 was the fact 
that the KMT was deeply implicated in cor- 
ruption and money politics. But the DPP 
promptly treated public office as if it was 
their turn at the trough. 

The KMT has done little to reform itself 
during its time in the political wilderness. 
Mr. Ma himself is clean, but his grasp on 
the party’s reins of power is tenuous. The 
KMT’s overwhelming majority in the legis- 
lature means that the temptation to go back 
to the old ways will be strong. That suggests 
that Mr. Ma could find himself accountable 
to the voters sooner than China might ex- 
pect. The window of opportunity for lock- 
ing in closer ties would then slam shut. 


Concessionary Terms 


ONCE SUCH CONCESSIONS are made, how- 
ever, they open up the possibility of great- 
er autonomy for restive regions within 
China. And when the three links come into 
force, mainland visitors to Taiwan will be 
able to see the advantages of Taiwan’s ma- 
turing democracy. So far Taiwan, as the 
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first fully functioning Chinese democracy, 
has not had the demonstration effect that 
many had hoped for. But as the economies 
and cultures become intertwined, this will 
change. 

Nevertheless, this is a risk that Beijing 
must run in order to pursue its priority of 
eventual reunification. It cannot afford to 
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If Ma Ying-jeou is unable to deliver greater dignity 
for Taiwan, he will remain vulnerable at home. 
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take a wait-and-see attitude as it did with 
President Chen Shui-bian in 2000. It can 
no longer sit back, fulminate about “split- 
tism” and rely on Washington to rein in 
the independence force. The ball is now in 
Beijing’s court, and it must welcome Ma 
Ying-jeou into the fold knowing that he is 
actually a Trojan horse. i | 
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| On March 19, REVIEW Deputy Editor Colum Murphy spoke with KMT _ 
' legislator and top foreign-policy adviser to the Ma campaign Su Chi. 


Q: Can you tell us more about the KMT 
road map for relations with China? 


A: We have a framework that includes, 
first of all, direct links. This starts with 
weekend charter flights (Friday, Satur- 
day, Sunday). Then we negotiate with 
Beijing on scheduled flights, hopefully 
to be completed within one year. 


Second we hope to normalize economic 
and trade relationships, which includes 
liberalizing the banking sector. It also 
includes the issue of the 40% ceiling. 
Right now the ppp administration says 
that you [Taiwanese companies] cannot 
invest no more than 40% of assets [in 
China]. We would like to liberalize 
that. 


In the future we would continue to con- 
trol the technology but not capital. If the 
technology is national security related, 
if it’s high tech and not available in the 
mainland, then these technologies we 
will cap. But capital, we feel, should go 
and come freely. And it’s very difficult to 


control it anyway. It would go out 
through Hong Kong, or the Virgin Is- 
lands. So it’s ineffective management. 
But technology is effective management, 
and it makes sense. Also we would like 
to sign an investment guarantee agree- 
ment with Beijing which would protect 
our businessmen in the mainland. 


Third, is international space, which in- 
cludes bilateral and multilateral rela- 
tions. Bilateral meaning our diplomatic 
allies: Solomon Islands, Nauru, etc. Mul- 
tilateral means international organiza- 
tions such as WTO, WHO, APEC, World 
Bank, IMF, etc. 


Fourth is the security, peace agreement, 
CBM, Confidence Building Measures. 


These are four categories of issue that 
we would like to talk to Beijing about. 
That’s the road map. With this, particu- 
larly direct links, we can improve rela- 
tions with the U.S. in the form of an FTA. 
The U.S. has been demanding this [di- 
rect links] for some years. 
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Ending J apan’s Post- 
Koizumi Paralysis 


by Jesper Koll 





HIS SPRING, JAPANESE 
Prime Minister Yasuo Fu- 
kuda faces a singular poli- 
cy challenge: How to 
prevent a recession in the 
world’s second largest economy? Unfor- 
tunately, he is strikingly ill-equipped to 
come up with a solution. Indeed, the Fu- 
kuda government is in a state of near pa- 
ralysis and Japan—just 18 months after 
reform-minded Prime Minister Junichiro 
Koizumi stepped down—is increasingly 
dominated by a politics of inaction. If there 
is any good news in all this, it is that before 
long the current crisis will escalate and 
force a fundamental realignment of politi- 
cal parties and leadership. All that is miss- 
ing is for Japan’s business elite to wake 
from their complacency and begin to pro- 
actively demand—and sponsor—change. 
The symptoms of paralysis are increas- 
ing at alarming speed. Prime Minister Fu- 
kuda is set to enter history as one of the 
most ineffective lawmakers in postwar his- 
tory. Barely two-thirds of bills submitted by 
his government have become law and, at 
the start of the new fiscal year on April 1, 
Japan faces a possible budget-funding 





shortfall of about 1% of cpp. Why? Because 
the government failed to pass several bud- 
get related bills. Even more symbolically, 
Mr. Fukuda’s choice for Bank of Japan gov- 
ernor was rejected by parliament—not once, 
but twice. Incredibly, the world’s largest 
creditor nation has no central bank gover- 
nor precisely at the time when the world 
financial system faces the most severe crisis 
since the Great Depression. What’s becom- 
ing clear, even in the cloistered world of 
Japanese politics, is that domestic paralysis 
breeds global irrelevance. 

The root cause of Japan’s paralysis is not 
the gridlock in parliament; it is rather that 
neither the ruling Liberal Democratic Par- 
ty (LDP) nor the opposition Democratic Par- 
ty of Japan (ppJ) has a credible and well 
considered policy platform that offers a vi- 
sion for a better future. Both parties play 
tactical games in parliament, but neither of- 
fers a grand strategy of clearly defined goals 
and how to achieve them. The immediate 
result of this leadership vacuum is an in- 
creasingly confused public and a steady de- 


œo Mr. Koll is the president of TRJ KK, a Tokyo- 
based investment-research firm. 
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cline in the support rates for both the LDP 
and the DPJ. Japan is wasting precious time 
to push ahead with long overdue reforms to 
build a better platform for future growth. 
To paraphrase an American politician, Ja- 
pan is governed by the audacity of despair, 
not the audacity of hope. 

The link between desperate politics and 
desperate economics appears to be a strong 
one. Japan faces tremendous macroeco- 
nomic constraints. Most directly, the com- 
bination of the huge fiscal deficit—debt to 
GDP is now in excess of 180%—and close-to- 
zero interest rates puts policy makers in a 
seemingly impossible position. In a down- 
turn, the standard options of easing fiscal 
policy or cutting interest rates appear to be 
out of the question. 

This is made worse by the relentless po- 
litical infighting over regulatory policy. 
Since Prime Minister Koizumi stepped 
down in 2006, the government has not been 
able to agree on whether it wants more de- 
regulation, or more “reregulation,” small 
government to empower entrepreneurs, or 
big government to protect the elderly and 
the farmers. The opposition is no better, 
seeking to cut public-works spending on 
the one hand while advocating increased 
subsidies for farmers on the other. 

The net result is a Japan that appears 
stuck without domestic policy options or 
goals. The instinctive response by both the 
ruling LDP and the opposition Democrats is 
to try and avoid the bigger picture issues by 
focusing instead on case-by-case legislative 
proposals. Japanese politics is now domi- 
nated by micromanagement issues rather 
than macroeconomics and national priori- 
ties. Of course, this leaves the economy at 
sea, tossed around by the ups-and-downs 
of the global business cycle. Post-Koizumi 
Japan has become nothing but a free rider 
on global growth, because post-Koizumi 
leaders have refused to make policy choic- 
es. But it doesn’t have to be this way. Japan 
still has ample room on all policy fronts to 


help stimulate new economic growth and 
fend off recession. The first task would be 
for the government to show determination 
that, yes, Japan’s leadership actually wants 
to actively promote growth. Fiscal spend- 
ing is still riddled with inefficient alloca- 
tions of taxpayer funds—alas, Japan still 
builds bridges to nowhere. Better allocation 
of fiscal resources coupled with new dereg- 
ulation to promote new entrepreneurship 
is perfectly possible. Tax cuts are also pos- 
sible—if they are promoted together with 
increased efficiency of tax collection. How 
can it be that one of the most advanced in- 
dustrial economies still sees barely 30% of 
companies paying tax and nearly one in 
four households not paying any income tax? 
Empirically speaking, Japan has one of the 
least efficient tax systems in the orcp. On 
the monetary policy front, more active 
Bank of Japan liquidity provisions as well 
as better regulatory coordination for con- 
sumer finance and bank credit allocation 
could also be implemented. 

Most importantly, political leaders 
could present a credible plan to fix Japan’s 
pension and social security deficit. Last 
year’s “pension shock”—amazingly, the 
government announced that it had “lost” 
the pension records of nearly half of Ja- 
pan’s citizens—has forced a private-sector 
savings shock, with worried consumers 
stepping up savings to make up for fear 
that the government would not honor its 
pension promises. A credible and sound 
pension reform plan could add as much as 
1% to annual consumer spending for sev- 
eral years—by returning to normal the 
household-savings rate, which shot up 
from about 11% of disposable income to al- 
most 16% just last year. All said, Japan is far 
from having hit the limits of macroeco- 
nomic policy management. Stimulus is 
possible from all policy fronts—monetary, 
fiscal and regulatory. What is needed, how- 
ever, is a political vision. The key must be 
for the government to wake up and become 
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proactive in its approach to fixing the econ- 
omy and managing the economy for 
growth. If there is one thing that Mr. Koi- 
zumi and his powerhouse economy minis- 
ter, Heizo Takenaka, did achieve, it was 
that they instilled hope that their policies 
would bring a brighter future for Japan. 


Agents of Change 


THE KEY INGREDIENT to Mr. Koizumi’s suc- 
cess—apart from his personality—was his 
ability to get solid support from Japanese 
business leaders. Deregulation, small gov- 
ernment, privatization of the postal sav- 
ings machine, administrative reform and 
reduced power of the bureaucracy—all of 
this is the stuff that free-market capitalists 
dream of. Finally, corporate Japan got a 
leader who was not afraid to promote win- 
ners, who believed in the magic of entre- 
preneurship and, yes, trusted business 
more than bureaucrats to come up with the 
solution to Japan’s deep-rooted problems. 

More so than any prime minister before 
him, Mr. Koizumi actively promoted the 
participation of business in the policy-mak- 
ing process. At the top he had Hiroshi Oku- 
da, then chairman of Toyota—arguably the 
best company in the world—inside his pow- 
erful economic advisory council. At the 
same time, hardly a day went by when he 
did not meet with entrepreneurs ranging 
from successful Fortune 500 companies to 
start-ups and struggling ventures. 

In contrast, post-Koizumi Japan has 
been marked by a withdrawal of entrepre- 
neurs from the policy-making process. 
Pro-forma, the advisory councils still ex- 
ist, but the passion is gone, the urgency has 
left and the policy proposals are little more 
than a rehash of things that have been said 
many times before. Most recently, one of 
these groups proposed a plan that urged a 
shift away from export dependency to- 
wards greater domestic demand. The plan 
is called “The New Maekawa Report” in 


reference to a similar report issued 20 
years ago that emphasized the exact same 
goal. The problem is, of course, that the 
original report turned out to be an utter 
waste of time as Japan’s dependence on 
exports has grown and any attempt to 
stimulate self-sustaining domestic de- 
mand has failed miserably. Why should 
anyone have any faith that the new report 
is going to be more successful? 

To be sure, when Mr. Koizumi took of- 
fice in early 2001, Japan faced an unprec- 
edented crisis. Not only was the Lpp’s 
approval rating at a record low 8%, but the 
economy was on the brink of a deflationary 
death spiral, many banks were insolvent, - 
and unemployment and bankruptcies were 
surging. The need for crisis management 
was never greater and Mr. Koizumi used 
the nation’s desire for change to unite the 
best of Japan’s corporate elite and bring 
them into his team. 

In normal economic times, this is not 
easy. Corporate leaders are preoccupied 
with running their companies and tend to 
have better things to do than take up seats 
in government committees and advisory 
councils. Quickly, the B-team or C-team is 
delegated to attend the policy roundtables, 
while the A-team leads the charge out in 
the real world of corporate competition. 
That said, the withdrawal of corporate in- 
fluence over policy making in post-Koizumi 
Japan is inexcusable. After all, corporate 
leaders should know better than any politi- 
cian how quickly Japan’s quagmire of rules 
and regulations can choke off entrepre- 
neurship and wealth creation. In my view, 
Japan’s corporate leaders bear significant 
responsibility for the declining reform en- 
thusiasm in post-Koizumi Japan. After all, 
a strong proactive business lobby pushing 
for continued reform with concrete propos- 
als industry by industry would have sent a 
strong message. Instead, big business pri- 
marily focused on pushing for a cut in cor- 
porate taxes rather than keeping on the 
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A split within both the LDP and the pps will give rise 
to a new, pro-reform and pro-entrepreneurial party. 


pressure for deregulation and privatization 
and smaller government. 

Yet in this environment it won’t be long 
before the corporate elite becomes more 
vocal in demanding more proactive policy 
from politicians. Why? Nothing focuses the 
minds of corporate leaders like a recession 
and the resulting pressure on corporate 
profits. In early 2008, a perfect storm is 
brewing for corporate profits to slump 
hard—a drop in domestic demand, the surge 
in the yen, the cost-push from the relentless 
rise in commodity prices, near total loss of 
price power both at home and abroad, and 
the need for increased pension reserves as 
returns have fallen below targets. Slowly 
but surely corporate leadership is getting 
worried and the pressure for better politi- 
cal policy management is rising. Soon cor- 
porate leaders will begin pushing for a new 
policy direction, and thus force a reorgani- 
zation of political parties. 


Power to the People 


WHAT WILL JAPAN’S political landscape 
look like in the months and years to come? 
Expect a split within both the LDP and the 
DPJ and the formation of a new pro-growth, 
pro-reform and pro-entrepreneurial party. 
Call it the Power to the People Party or the 
Small Government Party. Against this, 
we'll see a fragmented old guard, the re- 
mainder of the old-style big government 
LDP as well as the union dominated forces 
of the pps. How exactly the fracture lines 
will form and what the balance of power 
will look like is impossible to forecast at 
this point. It will depend on the type of 
leadership that emerges. In the end, what 
matters more than policy orientation for a 


Japanese politician is whether his party 
leader is capable of bringing out the vote 
and bringing in the money. 

In this respect, Mr. Koizumi is the ob- 
vious choice to lead the pro-growth, pro- 
reform party. Not only does he enjoy the 
trust of the business community, but he 
also has the best track record in recent his- 
tory of bringing out the vote and ensuring 
victory for his party. If he decided to do it 
he could easily mobilize a sizable follow- 
ing, although one should not underesti- 
mate the animosity that his style of 
leadership has created within the political 
class. Envy is a most powerful force in Jap- 
anese society and the nail that sticks out is 
poised to get hammered even harder when 
it tries to rise again. 

Mr. Koizumi has often said that his two 
principal goals while prime minister were 
the privatization of the postal system and 
the destruction of the old-style upp. He 
succeeded in the former, but—so far— 
failed in the latter. Establishing and lead- 
ing a new political party, thus ushering in 
a new era in Japanese politics, must have 
serious appeal to a leader of Mr. Koizumi’s 
qualities. He would, however, be a fool to 
do so without sound backing from Japan’s 
business elite. Setting up a party is expen- 
sive, requires enormous logistics and per- 
sonnel support—and the risk of failure is 
significant. 

Still, the more dire the economic out- 
look, the more desperate the corporate elite 
will be in its search for real solutions to po- 
litical ineptitude and economic stagnation. 
With Mr. Koizumi at the helm or not, by 
next spring Japan’s political leadership will 
have changed significantly. The current 
backsliding into paralysis cannot last. 1E 
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Marketing to China’s 
New Traditionalists 


by Claudia Suessmuth-Dyckerhoff, 
Jimmy Hexter and Ian St-Maurice 


DO GeO 


S THE BURGEONING Chi- 
nese economy puts more 
and more disposable in- 
come into the pockets of 
China’s growing middle 
class, foreign marketers are stepping up 
their efforts to woo the Chinese consumer, 
especially in anticipation of the upcoming 
Summer Olympics with all its attendant 
marketing opportunities. 

But even as Chinese consumers grow 
wealthier, winning their hearts and minds 
is becoming more challenging for foreign 
companies. According to an annual survey 
of more than 5,000 Chinese households 
conducted by McKinsey & Company’s 
Shanghai-based China Consumer Center, 
despite dramatic increases in affluence, 
product availability, and exposure to global 
lifestyles and cultures, there appears to be 
a resurgence of interest in traditional val- 
ues and beliefs among Chinese consumers. 
Our research shows that this shift is having 
a pronounced effect on their preferences 
for brands and buying behavior. 

There are distinct differences between 
Chinese consumers and those in the West. 





These differences are not diminishing as 
Western influences proliferate—in fact, 
they are increasing. This is a surprising 
development as it contradicts the wide- 
spread Western assumption (and, perhaps, 
bias) that the more a population is exposed 
to Western products, marketing, and cul- 
ture, the more its values and behaviors 
come to mirror the West’s. 

Some multinational marketers are well 
attuned to these subtle differences in con- 
sumer attitudes and behavior, and as a 
result, have captured sizeable market 
share and profits. But many others are try- 
ing to compete by following the same play- 
book they used when they first stepped 
foot into the Chinese market in the 1990s. 
Without understanding how this turn to- 
ward traditional Chinese values and be- 
liefs impacts consumer behavior, 
companies risk missing the mark, no mat- 


oo Ms. Suessmuth-Dyckerhoff is a principal in 
McKinsey & Company’s Shanghai office, where 
Mr. St-Maurice is an associate principal. Mr. 
Hexter is a director in McKinsey’s Beijing office 
and co-author of Operation China: From Strat- 
egy to Execution. 
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ter how great their investments in product 
development, marketing, or supply-chain 
processes. 


Thrifty Consumers 


THERE’S NO DOUBT that China’s economy 
is booming and wealth is increasing at a 
steady rate. China’s real cpp has risen by a 
reliable 10% annually from 1999 through 
2006, arate that is mirrored by the growth 
in total urban consumption (projected GDP 
growth forecasts for 2007-12 range from 
8% to 12%). The number of urban house- 
holds with annual incomes between 
40,000 yuan to 100,000 yuan (around 
$5,714 to $14,285) is projected to increase 
annually by 36% between now and 2012, 
while the percentage of households with 
incomes greater than 200,000 yuan 
($28,571) is projected to increase by 14% 
during the same period. 

But Chinese consumers do not open 
their wallets easily. Chinese consumers are 
saving an increasingly large percentage of 
their monthly household income. Overall, 
self-reported household savings have risen 
to almost 28% of monthly household in- 
come in 2006 from 21% in 2005, a dramatic 
rise for just one year, and substantially 
higher than the number reported by house- 
holds in the United Kingdom, where 
monthly savings run slightly above 3%, or 
in Canada, where households save a little 
less than 2% of their monthly income. 

Chinese consumers are also more cau- 
tious toward consumer credit. This appears 
to be a reflection of the traditional aversion 
that Chinese consumers have toward tak- 
ing on debt, as well as their penchant for 
setting aside cash to fund medical care, ed- 
ucation, and a host of other big-ticket house- 
hold expenses, items that were once 
provided for by the state. Today, only 50% 
of the entire population is covered by pub- 
lic-health insurance. 

This attitude is reflected in the rate of 
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take-up and usage of credit cards. For in- 
stance, even though credit-card usage 
among Chinese consumers grew between 
2004-07 (especially among the more afflu- 
ent consumers in tier 1 cities such as Beijing, 
Shanghai and Guangzhou), it still lags far 
behind the other countries we studied. The 
credit-card penetration rate per urban 
household in China is roughly 4%; by con- 
trast, in Japan, it is 78%; in the United 
States, 75%, and in Germany, 91%. There’s 
also a huge difference in how the Chinese 
manage their cards. In short, they pay off 
their balances. Across all income levels, 
Chinese credit-card users almost always 
pay off their full balance every month. Less 
than 6% of Chinese credit-card holders use 
their revolving credit line at all. 

Chinese consumers are also notorious- 
ly price sensitive, an observation support- 
ed by the findings from our survey. 
Compared to consumers surveyed in other 
markets, a higher percentage of Chinese 
consumers rate price as the most impor- 
tant factor they consider when they buy a 
personal computer—as opposed to other 
factors such as brand, hardware specifica- 
tions, or appearance. Around 80% of Chi- 
nese respondents cite price above all other 
factors versus only 46% of American com- 
puter buyers, 50% British buyers, and 39% 
percent of Japanese buyers. 

When asked if they would pay a higher 
price for a product or brand to which they 
are currently loyal, roughly one-quarter of 
respondents flatly said “no” across all prod- 
uct categories, from beverages to applianc- 
es to pharmaceuticals. More than half of 
respondents say they would switch to an- 
other brand if the price rose any more than 
5%. This hypersensitivity to price changes 
makes it especially challenging for market- 
ers trying to increase profit margins. 

Chinese consumers are also resistant 
to new products and new brands,-and |; 
significantly more conservatiye thi ej 
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veyed. For example, in response to the 
same question in our latest survey, almost 
twice as many (51%) consumers in Taiwan 
are willing to experiment with new pack- 
aged foods, as are 47% of American con- 
sumers and 43% of British consumers. 
Conversely, while only 11% of Japanese 
consumers in the latest survey say that 
they “like to stick to the brands they have 
used in the past,” one third of Chinese con- 
sumers agreed with this statement. 


A Return to Traditional Values 


BUT EVEN AS foreign marketers get their 
minds around the fundamental attitudes 
driving Chinese consumer behavior, an- 
other, more recent phenomenon is adding 
to the challenge marketers face—the re- 
cent resurgence of traditional values and 
beliefs in China. 

Our research shows a marked and rap- 
id change in consumer attitudes towards 
more traditional values in recent years. In 
our 2006 survey, 67% of respondents 
agreed with the statement, “I always listen 
to my parents’/elders’ suggestions,” 10% 
more than the year before. In our most re- 
cent survey conducted this year, 43% said 
that they save money because “it’s a vir- 
tue,” compared with 30% of respondents 
in 2005. 

Some Chinese scholars attribute the 
recent surge of nationalism and the grow- 
ing interest in traditional values to China’s 
growing economic power and the upcom- 
ing Olympic Games, a showcase for Chi- 
na’s economic and social achievements. 
Other scholars point to the need by some 
Chinese to anchor themselves to a set of 
constant values and beliefs in the face of 
rapid economic and social change. 

A unique campaign sponsored by the 
Chinese Communist Party, reminiscent of 
the social engineering campaigns of the 
past, could also be contributing to this at- 
titudinal shift. Introduced in a speech by 


President Hu Jintao in March, 2006, the 
campaign focuses on what he described as 
the “Eight Honors and Eight Disgraces,” 
and is a concerted, nationwide effort 
aimed at improving the social and eco- 
nomic behavior of people at all levels of 
Chinese society. Among the honors are 
“Love the country,” while its accompany- 
ing disgrace is “Do it no harm.” Another 
honor is “Live plainly, struggle hard,” with 
its accompanying disgrace, “Do not wal- 
low in luxuries and pleasures.” 

According to the state-run Xinhua News 
Agency, the campaign was announced as a 
“new moral yardstick to measure the work, 
conduct and attitude of Communist Party 
officials.” It was also introduced as a way to 
address social and economic behavior 
among people at all levels of Chinese soci- 
ety, especially in the run-up to the Olympic 
Games, when the eyes of the world will be 
trained on China. 

In 2006, the year the campaign was 
launched, state-owned companies were 
instructed to engage in study and discus- 
sion sessions on the honors and disgraces. 
Over the past two years, this campaign has 
permeated the media, and has even spilled 
over into pop culture. Chinese pop stars 
have sung about the “Eight Honors and 
Eight Disgraces” on television. One of Chi- 
na’s most popular talk shows, ccTv’s “Lec- 
tures,” features Chinese scholars giving 
talks on Chinese culture and history. Tra- 
ditional Chinese dramas, updated with 
young Chinese pop stars in leading roles, 
dominate TV screens and introduce 
younger viewers to the culture of their el- 
ders even as the Chinese media heaps 
praise upon foreigners who learn and 
adopt traditional Chinese culture, such as 
the Cameroonian doctoral student Francis 
Tchiegue, who mastered the difficult co- 
medic skill of xiangsheng, a form of rapid- 
fire comedic banter. 

Whatever the reason: growing nation- 
alism, a resistance to the rapid pace of 
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change, or the recent social campaign, 
there is a marked shift in attitudes among 
Chinese consumers toward traditional 
values and beliefs. 

This trend appears to be reflected ina 
growing preference among Chinese con- 
sumers for local brands or products. Ac- 
cording to our survey, the percentage of 
Chinese consumers who said they trust 
“only” Chinese brands increased to 53% in 
2006 from 46% in 2005. Put another way, 
over one-half of Chi- 
na’s consumers simply 
do not trust foreign 
brands. This is true in 
product categories 
ranging from house- 
hold appliances and 
over-the-counter 
drugs, to clothing and 
packaged food and bev- 
erages. And this dis- 
trust of foreign brands 
and products only 
grows as one travels 
away from China’s 
wealthy coastal areas. 

To be sure, this 
preference for domes- 
tic brands does not apply uniformly across 
all product categories. Consumer electron- 
ics and automobiles are categories where 
foreign products are considered especially 
desirable. Finnish cell phone maker Nokia 
commands a leading 33% of the Chinese 
mobile handset market, even though its 
handsets are often more expensive than 
the competition’s. Nokia’s lead can be at- 
tributed to its superior reliability, func- 
tionality and innovative features. 

Yet, while foreign brands in some prod- 
uct categories may still trump local brands 
when it comes to quality and reliability, 
this advantage may not last for long. If 
Chinese handsets were to close the quality 
gap with their foreign competitors, and if 
the price were competitive, 59% of con- 
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sumers say they would choose the Chinese 
over the foreign brand. 


Appealing to the 
New Traditionalists 


CLEARLY, MARKETING TO China’s con- 
sumers is no longer “business as usual,” 
and requires a more tailored approach that 
appeals to their growing awareness of, and 
attachment to, Chinese values and beliefs. 
This includes: 

* Designing prod- 
ucts that appeal to Chi- 
nese values and beliefs. 
Tailoring products to 
local market tastes may 
sound like a marketing 
truism, but in China, 
few foreign marketers 
have managed to do 
this well. This is not 
for lack of trying. More 
and more companies, 
both Chinese and for- 
eign, are attempting to 
incorporate attributes 
that draw on tradition- 
al values and beliefs as 
a part of their product development pro- 
cess. For instance, among Chinese con- 
sumers, the belief in the efficacy of 
traditional Chinese medicine and Chinese 
herbal ingredients runs particularly 
strong. Such beliefs impact personal care 
and food and beverage products, and over- 
the-counter drugs. 

A handful of foreign companies appear 
to be getting this right. In 1997, Procter & 
Gamble’s Crest entered the Chinese mar- 
ket with green tea flavored toothpaste that 
built on the traditional Chinese belief that 
green tea is healthy and particularly good 
for teeth. With Chinese packaging, a Chi- 
nese name that translates as “cleans bet- 
ter,” and a price point that would attract 
mass consumers, Crest’s revenues in Chi- 
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na increased 24% per year between 2002 
and 2006, and by 2006 it held 19% of the 
Chinese market for oral hygiene products. 
Crest’s success in China is predicated upon 
understanding the Chinese consumer, and 
pricing its product appropriately to the 
market. 

Danone has had great success selling 
cucumber and kiwi-flavored yogurt; in- 
gredients the Chinese believe aid regular- 
ity. Local advertisements feature Chinese 
celebrities. (Perhaps not coincidentally, 
Danone, which is one of China’s top three 
leading brands in its category, is perceived 
as a Chinese brand by 85% of Chinese con- 
sumers even though Danone is a French 
company. P&G’s Crest is perceived as Chi- 
nese by 78% of respondents; Coca-Cola, 
despite its status in many markets as an 
iconic American product, is considered 
Chinese by 41% of respondents.) 

Another example of a product that ap- 
peals specifically to Chinese beliefs is local 
shampoo brand Ba-Wang. A variety of Ba- 
Wang contains shou wu, a medicinal herb 
that is believed to make one’s hair blacker, 
a feature commonly associated with youth 
and potency among men. Through this di- 
rect appeal to traditional Chinese beliefs, 
and by investing in advertising featuring 
the hugely popular kung-fu star Jackie 
Chan, Ba-Wang is sold at a significant pre- 
mium to regular shampoos. 

Another brand attribute that Chinese 
consumers consider important is a brand’s 
heritage. When it comes to the length of 
time that a brand has been in existence, 
60% of Chinese consumers surveyed be- 
lieve older means “better and more trust- 
worthy.” Luzhou Laojiao, for example, is 
one of the leading alcoholic spirits manu- 
facturers in China. Its Guojiao 1573 is pur- 
portedly brewed in the same vat that was 
used in 1573, during the Ming Dynasty. By 
alluding to its long brewing tradition in its 
marketing message, Guojiao has become 
one of China’s leading brand of spirits. 


æ Customizing marketing approach to 
regional differences. Up until now, many 
global companies have had an easier time 
selling to affluent consumers living in 
large, tier 1 cities. But as exciting and prof- 
itable as that market may be, it is dwarfed 
by the sheer size, diversity, and potential 
of the Chinese market as a whole. Strate- 
gies developed to sell products to affluent 
and urbanized consumers in the largest 
and wealthiest cities will not be as suc- 
cessful in the broader Chinese market. To 
take full advantage of that greater market, 
and to reach consumers outside the largest 
cities of China, companies will need to un- 
derstand traditional Chinese values and 
beliefs and how they impact consumers’ 
buying behavior. 

In markets such as the U.S., consumers 
exhibit little differences between cities. In 
China, however, regional differences in 
products, marketing and distribution costs 
count. There can be significant differences 
in the kinds of products that sell well in 
one region but not another, in the effec- 
tiveness of advertising or in-store market- 
ing in one city versus another, or in the 
cost of getting products on retail shelves 
(and the kind of retail shelves) even for 
segments within cities. 

These regional differences are borne 
out by the findings from our survey. For ex- 
ample, in tier 3 cities such as Shuangliao, 
Huangshi and Bengbu, consumers tend to 
stick to brands they know than buyers in 
first-tier cities do. Households in the small- 
er cities were more receptive to taking on 
debt (commonly borrowing from family 
and friends) than households in tier 1 cities. 
Most Chinese believe education is one of 
the most important investments a parent 
can make, but many more parents in tier 3 
cities voice assent with this attitude than 
you will find in tier 1 cities. 

The appeal of particular products or 
product offerings differs regionally, too. 
Of course, this is true everywhere in the 
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world, but marketers find that the differ- 
ences can be more pronounced in China. 
Women in northern cities buy more color 
cosmetics than women in southern cities; 
in southern cities, women shoppers spend 
more on skin care products. 

Marketers need to add the regional di- 
mension to their thinking in China. The 
kind of trade-offs that executives must 
make when evaluating opportunities are 
therefore more complex—not product-by- 
segment choices, but product-by-segment- 
by-region. Can you profitably take existing 
global products sold to affluent customers 
in Shanghai, Hong Kong, and Beijing to 
underserved affluent customers in Yun- 
nan and Nanchang? Are there opportuni- 
ties to introduce lower-priced variant 
products in Harbin or Kunming, where 
Carrefour has opened hypermarkets? 
Making marketing decisions by segment 
and product makes sense in well-estab- 
lished national markets, but ignoring the 
regional dimension in China leaves mar- 
keters flying half-blind. 

# Delivering the message. Clearly, a 
brand seen as reliable, of good value, and 
with cultural relevance would appeal in 
China, but how do you deliver this image 
to the Chinese consumer? Our research 
confirms that TV advertising is a must- 
have component for most brand launches 
in China. Across many product categories, 
almost two-thirds of our survey respon- 
dents said they wouldn’t try a new product 
unless they see it first on television. 

But other approaches are necessary, es- 
pecially for more complicated or individ- 
ual products, such as advanced consumer 
electronics or some personal care prod- 
ucts. When buying a laptop, for example, 
85% of our China respondents said a friend 
or relative would have to buy one before 
they made their own purchase, compared 
with 57% in South Korea and much less 


elsewhere. And, not surprisingly, Chinese 
consumers find word-of-mouth informa- 
tion about seven times more credible than 
television advertising. 

Our research showed that in-store ad- 
vertising, as well as sponsorships, were the 
only channels that ranked higher than tele- 
vision in terms of message quality (credibil- 
ity and engagement, rather than reach) 
among Chinese consumers. Low labor 
costs, as well as the increased ability to in- 
fluence, prove that companies should take 
advantage of in-store marketing opportuni- 
ties more aggressively in China than in 
most other markets. 

And finally, our study suggests compa- 
nies will want to approach Internet adver- 
tisingin China carefully. Although Internet 
ad rates are rising, especially for sites that 
promise access to select groups, our re- 
search shows that the overall effectiveness 
of Web ads ranked very low—on par with 
billboards and bus shelter ads. 

To be credible among Chinese consum- 
ers, a marketing strategy must start with 
television, then deploy a carefully selected 
mix of other approaches—in-store promo- 
tions, sponsorships, and the like. Crafting 
a marketing strategy that appeals to Chi- 
nese consumers will require a change in 
mindset among foreign marketers. And in- 
vestments will have to be made: in market 
research, to delve into the minds of Chi- 
nese consumers; in product development, 
to create products that appeal to their spe- 
cific needs; and in tailoring marketing mes- 
sages that will resonate with their values 
and beliefs. Establishing a deep local pres- 
ence will also be essential, as marketers at- 
tempting to operate remotely from home 
markets or regional hubs are unlikely to 
develop adequate insights into China’s 
changing consumers. There is no doubt, 
however, that the prize is worth the price 
of admission tothe Chinese market. W 
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The Emergence of 
India’s Mall Rats 


by Rohit Sharma and Sharif D. Rangnekar 
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RBAN INDIANS, FOR most 
of the past 60 years, treat- 
ed shopping as purely a 
“need-based” activity. To 
follow fashion or to up- 
grade goods is a fairly recent phenomenon 
for most Indians. Grocery shopping is a 
good analogy for the way Indians think of 
retail: Groceries are generally bought ona 
daily basis; after all, fresh food is what a 
housewife wants to serve her family. In- 
gredients generally come from the corner 
store; it is always convenient—a phone call 
away and monthly billing is never a prob- 
lem. Up until recently this was the rela- 
tionship most Indian retailers had with 
consumers, and it worked primarily be- 
cause of Indians’ austere ways. 

But those austere ways, along with the 
traditional relationship between retailer 
and consumer, are fading fast. Indeed, In- 
dia is witnessing a shopping-mall boom, 
with as many as 500 malls due to be com- 
pleted nationwide by the end of 2011. If all 
goes as planned, the capital region of Del- 
hi, which includes the two neighboring 
towns of Noida and Gurgaon, will be home 
to more than 100 of those malls. It won’t 





be long, perhaps, before India’s youth are 
“hanging out” at the local mall, while their 
parents fill their shopping carts with fancy 
merchandise. 

The signs of this new shopping culture 
can already be seen not far from the capi- 
tal. Late last year, a massive, one-kilome- 
ter-long mall was built along the border 
between Delhi and Gurgaon. Now, right 
next to that mall, another, larger one is be- 
ing constructed, with a row of storefronts 
at least one-half kilometer longer than its 
predecessor. Even Kolkata—long-governed 
by India’s communist parties and a bastion 
of left-wing thought—is showing signs of 
embracing modern organized retail. Ap- 
pearing like islands of modernity, many of 
the malls boast global brands such as 
French Connection, Esprit, Calvin Klein, 
Aldo, GNc and Body Shop. 

As a result, Indian families are starting 
to view shopping as a form of recreation— 
if not entertainment—and not just some- 
thing to do out of necessity. Clearly, Indian 
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consumers have more money in their pock- 
ets, but they are also more willing to try 
new products, and in many ways are less 
staid in their approach to life. Large sec- 
tions of society are now shifting away from 
the traditional, ascetic ways to lifestyles 
that reflect prosperity in the material 
sense. At the same time, debt—which has 
long been a no-no for respectable Indian 
homes—is no longer considered untouch- 
able. Indeed, around 57% of Indians now 
say their willing to take on short-term debt 
to increase their spending power, accord- 
ing to recent survey by an Indian insur- 
ance company. Meanwhile, what some in 
the West call “retail therapy” is slowly but 
surely becoming part of the lifestyle of In- 
dia’s urban rich. 

To those interested in economic growth, 
all of this looks great on paper and current 
trends certainly seem to have attracted the 
interest of real-estate developers and retail- 
ers, both Indian and foreign alike. The gov- 
ernment, too, recognizes the upside of all 
this, in the form of increased tax revenues, 
of course. Technopak, a Delhi-based retail 
consulting firm, values India’s annual retail 
market at around $342 billion. Of this, or- 
ganized retail accounts for just 3.5%, mak- 
ing it difficult to collect sales and income 
taxes. Over the next 10 years, however, 
Technopak expects the market to balloon 
to $800 billion, with organized retail ac- 
counting for a quarter of that. This makes 
for good revenue collection, say govern- 
ment officials, who believe modern retail 
will lead to better tax compliance. 

Obviously, the prospect of more jobs is 
another plus. The Associated Chambers of 
Commerce and Industry of India estimates 
that some 50,000 retail jobs will be cre- 
ated every year well into the next decade; 
other analysts put the figure much higher. 
This is crucial for India given that the job 
creation has slowed to just 0.8% per an- 
num currently, down from more than 2% 
in the 1980s, a deceleration that began 


when the Indian government embarked on 
its economic-reform agenda in the 1990s, 
tightening regulations and labor laws. 

By the end of this year, the Indian mar- 
ket is expected to be the eighth largest in 
the world Gust behind Italy but ahead of 
Russia), according to a report by the Fed- 
eration of Indian Chambers of Commerce 
in India (FICCI). Yet even as Indian shop- 
pers pour into malls and begin enjoying 
the prospects of modern retail, some ana- 
lysts are predicting the boom won't last, 
that what we are witnessing is merely “un- 
planned development.” They argue that 
the boom can’t be sustained given the lag 
in Indian technology levels (which can 
only be raised by foreign players) and the 
lack of affordable real estate, talent to run 
operations, and consumers who value 
brands and appreciate the convenience of 
modern retail. 

Managers at least some foreign super- 
stores seem to agree. Staf Lenders, [KEa’s 
property and establishment manager, says 
the Indian market isn’t ready for major for- 
eign retailers or Western-style super- 
stores—at least not yet. “Maybe we can talk 
about it in 2015-16,” he recently told par- 
ticipants at a retail summit in Delhi. This is 
a pertinent point and could be one of the 
reasons why Wal-Mart has yet to open a 
store in India, even though it has a valuable 
Indian partner in Bharti Enterprises. 

Aside from the maturity of the market, 
there are other major concerns for foreign 
players. The government still does not al- 
low single-brand retailers (such as Body 
Shop) to invest more than 49% in their In- 
dian operations, forcing them to form joint 
ventures with Indian firms. And as for 
multibrand retailers—Target, Wal-Mart, 
and the like—there is a complete ban on 
foreign investment. Many business groups 
in India are willing to allow single-brand 
stores into the market, but fear the eradi- 
cation of thousands of local stores if a Wal- 
Mart or other superstores set up shop. 
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The affordability of real estate and the 
condition of Indian infrastructure are also 
major concerns. India does not have the 
kind of road connectivity and town plan- 
ning that makes it easy for the Wal-Mart 
model to operate. Nor is there land avail- 
able at a reasonable price to allow a Wal- 
Mart store to play with margins. “The high 
price of commercial space and increased 
pressure of pricing could 
definitely come in the 
way of growth,” says 
Santosh Desai, chief op- 
erating officer of Future 
Brands, part of the Fu- 
ture Group, which owns 
Pantaloons, one of In- 
dia’s most successful re- 
tailers. Mr. Lenders of 
IKEA had a similar opin- 
ion. At the Delhi retail 
summit he said he was 
“not impressed by the 
big investments happen- 
ing in this market today. 
I want to see return on 
investment—which is 
not happening.” 

Dhiraj Arora, a pro- 
moter of the luxury food 
chain, Shalom, says that 
real-estate prices are forcing people to re- 
think scale-up plans. Already, some of the 
newer malls built in smaller towns and cit- 
ies on the outskirts of metropolitan areas 
such as Mumbai and New Delhiare strug- 
gling to sell space. Even the recently 
opened “one-kilometer-long” mall in Del- 
hi itself has several thousand square-feet 
lying vacant. 

At a meeting in Mumbai last month in- 
volving retailers, real-estate developers 
and consumer analysts, real-estate devel- 
opers were singled out for some tough 
questions on the high cost of space. In Eu- 
rope, most retailers have a real-estate cost 
of around 2% to 3% of turnover. In India, 





Shoppers relax at a coffee shop inside a modern, new 
shopping mall in Gurgaon,in the outskirts of Delhi. 
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in many cases, it’s between 10% and 35%— 
the lowest being for large “anchor” stores, 
such as an IKEA or Old Navy. These costs 
are “unsustainable,” many retailers stated 
openly. While brands such as United Col- 
ors of Benetton and Esprit claim to be 
making profits, Vikram Bakshi, the man- 
aging director of McDonald’s India, re- 
portedly said that if the planned number 
of malls is completed, 70% 
of them will fail. 

Whether these fears 
are founded remains to be 
seen. But there are signs 
that are not necessarily en- 
couraging. Recently, one of 
Delhi’s oldest and most 
prestigious music and 
electronics shop shut 
down. Located at the high- 
end Khan Market (the 
most expensive retail real- 
estate in the country), The 
Music Shop, closed down 
owing to the high cost of 
rent and low margins. The 
food retail chain, Italics, is 
facing a similar decision. 
Pizza Hut recently downed 
shutters in Delhi’s Defense 
Colony Market and the 
Subway chain struggled to make a mark in 
Mumbai and is now nearly without a pres- 
ence in India’s financial capital. The single 
reason Is viability. 

Still, none of India’s large retailers have 
announced a change in plans or a down- 
ward revision in investments. The Life- 
style chain plans to pump $100 million 
into its stores in the next five years; Reli- 
ance Industries has $6 billion earmarked 
for its retail foray; the Future Group’s Pan- 
taloon chain is approaching 10 million 
square-feet of retail space; the Raheja 
Group, which owns Shoppers Stop, Cross- 
word and the Inorbit Mall, plans to open 
55 hypermarkets across India over the 
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Some believe foreigners should wait another decade 
before daring to enter India’s troubled retail sector. 
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next seven years; and the Tata Group plans 
to expand its Westside chain. 

Major Indian corporations have deep 
pockets but may not have the skill-set to 
run successful modern retail formats. The 
Indian government recognizes that, be- 
yond direct employment, a modern retail- 
sector would attract major investments, not 
only in the trading sector, but also ina large 
number of upstream activities, such as ag- 
riculture, food processing, packaging, man- 
ufacturing and storage. Such investments 
could lead to better agricultural practices 
among Indian farmers that would reduce 
waste and increase productivity. So far, In- 
dia has seen little of this as potential Indian 
players lack the know-how to implement 
such large modern retail projects. 

Even though a section of the Indian 
government realizes this and continues to 
discuss opening up of the sector, it has 
shied away from doing so. For the time be- 
ing, foreign companies will likely continue 
to only be allowed to open single-brand 
stores or stand-alone stores in partnership 
with an Indian entity allowing it a minor- 
ity stake of 49%. Other forms of retailing 
by foreign companies will likely continue 
to be disallowed. 

This debate has been raging for more 
than five years now. The main opposition 
has been India’s communist parties, which 
at present support the United Progressive 
Alliance government. The communist par- 
ties, while fearing that Wal-Mart would 
squeeze small Indian companies on price, 
also claims that Indian farmers will be ex- 
ploited. 


In the past, Indian corporations sup- 
ported the communists’ opposition to for- 
eign firms through depositions to the 
government—but that too is changing. 
Now the fight is more “big stores versus 
small stores” than “foreign versus Indian.” 
This was apparent when Reliance Indus- 
tries was forced to close its Reliance Fresh 
chain of produce stores in Uttar Pradesh, 
Madhya Pradesh and West Bengal because 
its low prices for fruit and vegetables were 
bankrupting smaller produce sellers. 

At this point, the Indian government is 
far from taking a bold step in favor of open- 
ing up the retail sector. Through various 
internal notes it admits to a few potential 
benefits, but it always fails to get the mes- 
sage across about the greater good: eco- 
nomic growth, job creation, development 
of related industries, and last but not least, 
more convenience and better prices for 
consumers. 

However, the glacial pace of change in 
India’s retail market may turn out to be a 
blessing to foreign investors eager to set up 
shop. By the time governmental policy al- 
lows for foreign players to take a firm hold 
in India, the Indian retail market will be a 
bit older, and its homegrown players hope- 
fully wiser. The risks of today are, after all, 
being borne largely by Indian firms, and 
they are finding it hard to succeed in this 
ever-changing and maturing Indian mar- 
ket. When government finally does choose 
to deregulate the retail industry and open 
India’s doors to more foreign competition, 
the solution to today’s problems will per- 
haps be clearer. im 
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China Eyes 
Congo’s Treasures 


by Michael Komesaroff 





HE DEMOCRATIC REPUBLIC 
of Congo is home to 10% of 
the world’s copper re- 
serves, and one-third of 
the world’s cobalt, not to 
mention vast reserves of niobium and tan- 
talum. Throw in some nickel and uranium 
and you have a shopping list for resource- 
hungry Chinese manufacturers. 

Which explains why Beijing recently 
gave $5 billion in development loans to the 
Congo. The mining concessions China is 
getting in return will help guarantee its 
industrial companies a stable supply of key 
energy and mineral resources. This $5 bil- 
lion loan is not an isolated example of Chi- 
nese assistance to the resource-rich Congo. 
In September 2007, China Exim Bank 
agreed to provide some $8.5 billion for in- 
frastructure to support the country’s min- 
ing industry. In return China was granted 
rights to copper and cobalt reserves said 
to be worth $14 billion. In October, Kin- 
shasa signed a loan accord with the China 
Development Bank to finance develop- 
ment of the promised resources. 

The key to the Chinese loan is the for- 
mation of a Congolese incorporated com- 





pany, Socomin (Societé Congolaise 
Miniére), which will be jointly owned by 
Congolese (32%) and Chinese state-owned 
companies (68%). Socomin will invest in 
D.R.C. mineral resources with the profits 
used to pay for the promised infrastruc- 
ture. The intention is that over a15 year pe- 
riod, Socomin will mine 10 million tons of 
copper and two million tons of cobalt and 
the profits from this should more than cov- 
er the $12 billion investment China has 
promised. 

Aware of the problems elsewhere in Af- 
rica caused by local resentment over the 
influx of Chinese workers, the Socomin 
Agreement limits the Chinese workforce 
to 20% of the total. The agreement also re- 
quires the joint venture to set aside 0.5% 
of all investments for training and tech- 
nology transfer while 3% is to be spent on 
social amenities for the local community. 
The agreement is specific in requiring up 
to 12% of work to be subcontracted to Con- 
golese companies. 


=e Mr. Komesaroff is a mining-industry consul- 
tant with more than 30 years of experience. He 
is based in Australia. 
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In a strange twist of fate, the Chinese 
have agreed to Socomin drawing a $100 
million loan under which ex-employees and 
companies associated primarily with Bel- 
gium, the D.R.C.’s former colonial master, 
will be paid monies owed to them from pre- 
vious failed ventures. Only after the Bel- 
gians have been paid will the Chinese be 
able to access 66% of Socomin’s net profits 
so that it can recover the costs of the mine 
and other promised infrastructure. The re- 
maining 34% of net profits will be distrib- 
uted among Socomin’s shareholders. 

The agreement requires a sovereign 
guarantee from the D.R.C. government 
that it will not expropriate the mine nor 
will it hinder loan repayments. Any dis- 
putes are to be arbitrated by the Interna- 
tional Chamber of Commerce in Paris. 

The loan details that have been made 
available suggest that the Socomin Agree- 
ment is not unreasonable—indeed it could 
be argued that it provides a useful model 
for future African resource development, 
even those involving Western companies. 
Because it seems to be a win-win arrange- 
ment it is easy to understand why in his 
recent state of the nation address, Presi- 
dent Joseph Kabila hailed cooperation 
with China as key to reconstruction of the 
D.R.C. He went on to claim that “for the 
first time in our history, the Congolese 
people can see that their nickel and copper 
is being used to good effect.” 

The magnitude and structure of the 
Chinese loans, as well as President Kabi- 
la’s address have caused a stir in the inter- 
national mining community and 
multilateral financial agencies such as the 
International Monetary Fund. For its in- 
ternational competitors, the loans are fur- 
ther examples of the financial support 
Beijing is prepared to offer its national 
champions. The MF can see its rigorous— 
some would say burdensome—lending cri- 
teria undermined by Chinese largesse. But 
for the D.R.C., which is struggling to re- 


cover from decades of kleptocratic leader- 
ship, civil war and invasion by its neighbors, 
warnings of macroeconomic instability 
from Chinese loans seem surreal. 

The D.R.C. is a weak democracy still 
plagued with corruption and social insta- 
bility, so the prospect of Chinese companies 
gaining preferential access to its treasure 
trove of mineral resources is of concern to 
the international community, especially the 
mining industry. Such concerns have been 
accentuated with a recent review of mining 
concessions that were approved by the 
D.R.C.’s interim government during the 
transition period before the multiparty 
elections of 2006. The D.R.C.’s interim gov- 
ernment approved 35-year mining conces- 
sions worth billions of dollars with a 
complete lack of transparency and against 
the recommendations of a D.R.C. parlia- 
mentary commission and the World Bank. 

In June 2007, under pressure from in- 
ternational NGos, the D.R.C. began review- 
ing 61 mining concessions that were 
awarded between 1997 and 2003 and which 
have been described as extremely one sided 
to the advantage of foreign mining compa- 
nies. Companies affected by the review in- 
clude some of the big names in mining such 
as BHP Billiton and Freeport McMoRan, but 
mining juniors including Gold Ashanti, 
Central African Mining and Exploration 
or Camec, Copper Resources Corporation, 
First Quantum, Gem Diamonds, Metorex, 
Moto Goldmines, Mwana Africa and Ka- 
tanga Mines are also affected. The review 
process was expected to take three months 
but eventually took nearly a year to com- 
plete. Initially, the minister of mines 
claimed that aside from correcting some 
minor contractual anomalies, existing titles 
and operations would not be interfered 
with. Similar assurances were made by 
President Kabila who was reported to have 
gone as far as to personally assure Freeport 
McMoRan that their lucrative $900 million 
Tenke Fungurume copper-cobalt project 
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would not be cancelled. 

Despite such high-level assurances, the 
holders of all the 61 concessions have now 
been told that they will need to renegotiate 
their leases and in most cases the renego- 
tiation will include terms and conditions 
similar to those that were conceded by the 
Chinese in the Socomin Agreement. For ex- 
ample, a greater share of each project will 
need to be reserved for the state-owned 
mining companies who will be required to 
have significant operational responsibili- 
ties. As with the Socomin Agreement, when 
the companies renegotiate their conces- 
sions they are expected to expand their so- 
cial development programs. 

China has a long history of involvement 
in the D.R.C. dating back to the 1960s, when 
Mao Zedong provided material support to 
Congolese rebels seeking to overthrow the 
Western-backed postcolonial government. 
China’s recent incursions have been less 
ideological; one of their more ambitious 
projects involves China National Overseas 
Engineering Corp., a subsidiary of China’s 
largest construction company, China Rail- 
way Group Limited, which recently listed 
in Hong Kong. CNOEC has a 71% stake in the 
Kalumbwe-Myunga copper-cobalt mine 
and has agreed to give its local partner ac- 
cess to $60 million line of credit with which 
to fund its share of the development. 

The China National Machinery Equip- 
ment and Export Corporation is negotiat- 
ing an agreement with the state diamond 
concern Miniere de Bakwanga or MIBA, to 
form a partnership. A memorandum signed 
by both parties grants CNMEEC the right to 
mine chrome and nickel deposits discov- 
ered on MIBA’s properties. 

Unlike copper where Chinese invest- 
ment supports large government-controlled 
enterprises, Ching’s interest in the D.R.C.’s 
cobalt resources has largely come from 
small private companies who generally do 
not benefit from direct government sup- 
port, especially concessional finance. Ore 


supplies to these companies were inter- 
rupted last year when the local government 
in Katanga banned exports of concentrates. 
It is generally believed that the export re- 
striction reflects the D.R.C,’s desire to add 
value by processing the ore within the 
country but probably of greater concern is 
a wish to better control the hoards of arti- 
sanal miners who illegally mine ore and sell 
it to Chinese traders. By banning exports, 
the government is forcing the Chinese to 
invest in the country and by so doing they 
hope to replace the inefficient subsistence 
mining practices with large-scale, re- 
source-efficient operations that add to gov- 
ernment coffers through taxes. 

Chinese investors in Africa, especially 
the small private companies, have been 
frustrated by what they perceive as the low 
quality of indigenous labor which they 
claim is unreliable and even lazy. To over- 
come this difficulty, one company has 
staffed its D.R.C. cobalt investment with 
workers from its China operation. The 
workers are offered two-year contracts at 
$1,000 per month plus food and accommo- 
dation. Families are not permitted to ac- 
company the workers and they remain in 
China where the company pays them the 
worker’s normal Chinese salary. Similar 
employment practices are not uncommon 
for African-based Chinese projects and 
they have engendered great resentment 
from local African communities, but this is 
not the case in the D.R.C. where the num- 
ber of Chinese migrant workers is still 
small, However, this could change as Chi- 
nese investment increases and the need for 
reliable workers expands. 

As in other parts of Africa, the D.R.C. 
government has welcomed Chinese invest- 
ment because unlike Western aid, Chinese 
loans tend to be much larger and the ap- 
proval process is swift. China’s loan to the 
D.R.C. was approved in a matter of months 
where a much smaller $150 million assis- 
tance package for a $425 million copper 
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project took years for African Development 
Bank approval. President Kabila has also 
been critical of the level of assistance pro- 
vided by developed countries which he 
claims falls short of his country’s needs. 

The speed at which the Chinese are 
able to execute projects once they are ap- 
proved is another attraction for the D.R.C. 
leaders, who are annoyed with the slow 
pace at which other foreign investors be- 
gin to work their allocated reserves. Since 
2002, 4,000 exploration permits have been 
granted but less than 500 of the permit 
holders have sought to convert their per- 
mits into mining licenses. 

Mashamba and Dikuluwe, two copper 
concessions granted to the Chinese, dem- 
onstrate the difference between Chinese 
approaches to mining and those of their 
Western competitors. Previously these de- 
posits were owned by Katanga Mining, a 
Toronto listed company that intended to 
warehouse them until 2020, when mining 
was scheduled to begin. By transferring 
the leases to the Chinese, the D.R.C. will 
see more rapid development and be able to 
borrow money that can be used to fund es- 
sential infrastructure. 

Also, unlike Western companies who 
are required to generate returns for their 
shareholders, Chinese investment is usu- 
ally accompanied by support for peripheral 
social infrastructure. For example, China 
has regularly sent medical teams which in- 
clude specialists in pediatrics, gynecology 
and anesthetics to work in remote parts of 
the country. China also built Ndiji General 
Hospital, arguably the D.R.C.’s biggest and 
most modern hospital 

China has 118 military personnel at- 
tached to the United Nations’ peacekeeping 
mission in the D.R.C. and they have been 
appreciated for their reconstruction work 
which has included the building of a mod- 
ern hospital and the provision of health ser- 
vices. The 80 engineers in the group have 
also worked at maintaining water and pow- 


er supplies as well as repairing bridges and 
highways. China also has training pro- 
grams where D.R.C. officials visit China for 
training in poverty reduction. Other low- 
cost, but very prestigious projects funded 
by Chinese loans include the national par- 
liament, known as the People’s Palace, and 
the Stadium of the Martyrs which is the 
D.R.C’s largest outdoor venue. 

Most of the interest in China’s recent 
loans to the D.R.C. have centered on reha- 
bilitation of the mining sector which is 
seen as in China’s interest, but less atten- 
tion has been given to the $8.5 billion in 
loans that that have been allocated to a 
vast list of infrastructure projects includ- 
ing a high-voltage power distribution net- 
work, and highway and railway extensions. 
Nor has much been said of the funds that 
have been earmarked for the construction 
of 31 hospitals, 145 health clinics, 5,000 
houses and two universities or the Chinese 
money that is being used to repair and ex- 
tend the D.R.C’s water supply system. 

China’s African policies have been crit- 
icized by some, including African elites, as 
reminiscent of an earlier period where Eu- 
ropean powers used less subtle forms of 
engagement to access Africa’s vast miner- 
al wealth. The Chinese counter such 
claims by pointing to Zheng He, a 15th cen- 
tury Ming dynasty emissary whose travels 
around the Indian Ocean took him to the 
coast of Africa. Beijing says Zheng He did 
not colonize any of the land he discovered, 
even though he had the power to so. 

But Chinese attitudes toward the conti- 
nent have not always been so benign, and 
China’s emissaries are reluctant to acknowl- 
edge a comment on the Congo attributed to 
Mao Zedong. Tung Chi-ping, a defector 
from the Chinese embassy in Burundi has 
written that after observing that it sprawled 
across the heart of the continent, with nine 
countries round its borders, Mao is said to 
have pronounced, “If we can take the Congo 
we can have all of Africa.” = 
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Chinese Inflation: 
It’s Money, Not Pork 


by Michael Pettis 





HINA IS SUFFERING from 
rising inflation. At the be- 
ginning of 2007 inflation 
was, and had been for a 
long time, below the 3% 
upper end of the inflation target set by the 
People’s Bank of China. But year-on-year 
consumer-price index inflation has risen 
since the summer of 2007 to reach a peak 
of 8.7% in February 2008. This inflation 
hasn’t affected all consumer goods equally. 
It has shown up as a sharp increase in food 
prices, during a time of food shortages 
caused by bad weather, livestock disease 
and distribution inefficiencies. 

Rapidly rising food prices combined 
with stable prices for other goods have 
made it seem as if Chinese inflation is pri- 
marily a problem of food-supply con- 
straints, and one that will be resolved by 
late 2008 as agricultural production re- 
turns to expected levels. In a Feb. 4 article 
in the Financial Times, however, Massa- 
chusetts Institute of Technology professor, 
Kenneth Rogoff, argued that: “Those who 
believe that the cause of China’s inflation is 
too little pork, rather than too much money, 
are seriously mistaken.” 





His formulation—“pork” versus “mon- 
ey”—represents the two competing models 
that seek to explain Chinese inflation. The 
pork model claims that inflation in China 
is a food problem caused by a short-term 
supply constraint. The money model 
claims that inflation is the result of sev- 
eral years of furious money expansion set 
into motion by a currency regime that 
sharply restricts the ability of the pBoc to 
conduct domestic monetary policy. 

According to proponents of the money 
model, China has effectively caught itself 
in a monetary trap. Large net foreign cur- 
rency inflows into the country from both 
the current and capital accounts must be 
purchased by the psoc if it is to manage 
the value of the yuan within its prescribed 
level. These purchases, which add to the 
country’s foreign-currency reserves, are 
funded by the creation of local currency or 
currency-equivalents, which are then 
channeled through both the formal and 
informal financial sectors into alarmingly 
high levels of domestic investment. 





ao Mr. Pettis is a finance professor at Peking 
University. 
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As this investment is converted over 
time into higher levels of industrial produc- 
tion, China is forced to export its growing 
surplus of production over consumption, 
which further increases the trade surplus. 
Because of this self-reinforcing mechanism 
the country has found itself locked over the 
past five years into a cycle of rising trade 
surpluses and skyrocketing reserves. This 
has caused in China all the conditions typ- 
ical of an excessively loose monetary poli- 
cy—low real interest rates, high levels of 
investment, highly speculative flows into 
stock, real estate, art and other assets, and, 
finally, inflation. These imbalances must 
eventually force an adjustment. There are 
several ways this can happen, few of them 
benign, and one of the most obvious ways 
is for a forced real appreciation of the cur- 
rency through rising inflation. This is what 
seems to be happening. 


Rise of Inflation Expectations 


EVERY MONTH CHINA’S National Bureau 
of Statistics publishes the country’s eagerly 
anticipated consumer-price index. From 
the monthly releases provided by the NBSC 
since last year, it is clear that most of the 
increase in the value of the cri can be ex- 
plained by the roughly 20% increase in food 
prices, especially pork and related prod- 
ucts, grain and edible oils. Food officially 
comprises about one-third of the cpt bas- 
ket. The price levels of the nonfood compo- 
nent of the cri have been relatively stable, 
rising at well under 2% year on year. This 
seems like prima facie evidence that infla- 
tion in China is primarily, if not exclusively, 
a food problem, caused by food-supply con- 
straints that are temporary in nature. 

A number of economists and research 
analysts have made this point forcefully, 
and it seems to be the official position of the 
government. According to the pork model 
of Chinese inflation, China is not suffering 
from monetary inflation. It is suffering 


rather from a sharp and unexpected de- 
cline in agricultural production relative to 
the rising food-consumption needs of a 
large, rapidly growing economy. Once the 
factors that have constrained food produc- 
tion are eliminated or wear off, the growth 
in food production will keep up with Chi- 
nese consumption needs and the price of 
food will return to levels consistent with 
the pBoc’s inflation target of 3% or lower. 

Supporters of the pork model don’t 
think China has nothing to worry about 
over the short and medium term. For them 
the danger is that several months of high 
inflation can cause a change in inflation ex- 
pectations, which will change the behavior 
of households, consumers and producers in 
ways that will lock inflation into place. At 
the conclusion of the National People’s 
Congress in February—where the govern- 
ment declared it was targeting 4.8% total 
inflation for 2008 (an announcement few 
find credible)—Premier Wen Jiabao ad- 
dressed concerns about inflation expecta- 
tions. “We are sticking to the 4.8% target 
because it helps stabilize consumer expec- 
tations,” he said during a press conference. 
“When prices soar, expectations can be 
more horrifying than the increases.” 

The concern expressed by Premier 
Wen and others in his government is that 
if workers begin demanding higher wages 
to compensate them for the decline in their 
purchasing power, if households worried 
by rising prices accelerate their purchases 
of consumer goods, and if savers reacting 
to the negative real interest rate on bank 
deposits withdraw money from the bank- 
ing system and spend it, their behavior can 
cause inflation to spread into other sectors 
of the economy. In this case the main strat- 
egy of the government must be to create 
the necessary incentives to get agricultur- 
al production back on track as quickly as 
possible and to squeeze out inflationary 
expectations—partly by constraining de- 
mand, partly by selling food reserves, 
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partly by freezing prices and partly by 
simply talking down inflation prospects, 
as Premier Wen was seen to be doing. 


Food Absorbs Inflation 


GIVEN THAT CPI inflation has largely been 
limited to food, how can monetarists argue 
that Kenneth Rogoff is right—that inflation 
in China is caused by too much money, and 
not too little pork? Aside from the fact that 
the prices of a number of nonfood compo- 
nents such as gasoline are frozen, so that 
their inflationary impact shows up not as 
cPI inflation but as lower profits or higher 
taxes (but the upward pressure nonetheless 
exists), there is a much more serious argu- 
ment as to why nonfood inflation is actu- 
ally too high and possibly indicative of more 
generalized inflationary pressure. 

In order to see why, it is important to 
remember that a price increase in any par- 
ticular good or group of goods caused by a 
supply constraint is not inflationary. Prices 
of individual goods and services rise and 
fall all the time, whether the overall mon- 
etary environment is stable, inflationary or 
deflationary. Normally the only effect of a 
price rise in a particular good should be to 
cause a shift in relative prices, not average 
prices. If the price of food rises, in other 
words, it should cause a diversion of spend- 
ing away from non-food goods and services, 
so putting downward pressure on the pric- 
es of those other non-food goods and ser- 
vices. In a perfect world, the downward 
pressure on other prices would net out per- 
fectly against the rising price of food. Al- 
though there would be a change in relative 
prices there would be no inflation, which is 
a change in average prices. 

Of course we don’t live in a perfect 
world, and because of price stickiness price 
changes do not necessarily net out. Still, the 
price-equalizing pressures are there, and it 
is even possible to calculate how much the 
price of nonfood goods and services would 


need to decline to maintain the balance. 
This allows us to measure the downward 
pricing pressure that rising food prices are 
placing on the rest of the economy. 

If we assume that the PBoc is running a 
monetary policy that is consistent with a 
target of 2% to 3% inflation, the 18.5% rise 
in food prices year on year to January 2008 
would require a sharp decline in other pric- 
es in order for the pBoc to attain its inflation 
target. Specifically, the price of nonfood 
goods and services would have had to de- 
cline by 5% to 6% year on year in order for 
overall inflation to fall within the psoc tar- 
get. I am not using February cpr numbers 
because they were exceptionally high and 
may distort the calculation, but if we used 
them, nonfood prices would have had to de- 
cline by 7% to 8% for the PBoc to attain its 
inflation target.) Food inflation, in other 
words, should cause such a large diversion 
of spending away from nonfood goods and 
services that their prices would have to fall 
by nearly 5% or more if the pBoc’s monetary 
policy and inflation targets were credible. 


Fixing the Currency Regime 


IT MIGHT BE unreasonable to expect 5% 
deflation in the nonfood component of the 
cPI basket, but certainly China does have a 
recent history of price deflation in many 
goods, and there is no reason to assume that 
prices in China are so sticky that deflation- 
ary adjustments are impossible. Even if de- 
flation of this magnitude were unrealistic, 
sharply rising food prices should have put 
significant downward price pressure on the 
nonfood sector, and this downward pricing 
pressure should have had at least some ma- 
terial impact on actual price performance. 

Under these circumstances the fact that 
nonfood inflation is low but rising, and has 
in fact accelerated to 1.6% in February from 
1.5% in January (rising nearly 3% in Febru- 
ary on an annualized basis), is not very 
comforting. Instead of significant down- 
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ward pressure on Chinese cri inflation 
there is small, but upward pressure. This 
suggests that monetary policy has been too 
loose and that there is an underlying mon- 
etary cause to inflation. The food-supply 
constraint has helped mask the monetary 
pressure for inflation by diverting increased 
spending towards food and away from non- 
food goods and services. But it has only 
masked this pressure—it did not create it. 
Thanks to abnormally fast-rising food pric- 
es, in other words, inflation has not yet 
shown up in the nonfood component be- 
cause rising food prices have absorbed the 
inflationary consequences of an excessively 
loose monetary policy. Once food prices 
stop rising dramatically, however, inflation- 
ary pressures will show up in a much broad- 
er range of goods and services. 

If the pork camp of inflation advocates 
economic tightening and signaling mea- 
sures aimed at preventing rising inflation- 
ary expectations, what does the money 
camp advocate? In part the answer depends 
on how much faith one places in the ability 
of the pBoc to manage domestic monetary 
policy. For those who believe China’s capi- 
tal controls are sufficiently binding and ad- 
ministrative measures sufficiently effective, 
so that the ppoc is able to manage effective- 
ly domestic monetary conditions, the an- 
swer is the pBoc needs to use every available 
measure to tighten monetary conditions. 

These measures include many demand- 
management measures already being em- 
ployed by the financial authorities. They 
include the selling of central bank bills and 
Ministry of Finance bonds to absorb money 
(sterilization), raising minimum reserve re- 
quirements for domestic commercial banks, 
capping loan growth and raising interest 
rates. These are all standard measures used 
by central banks with independent mone- 
tary policies to manage money supply. 

Many in the money camp however do 
not consider capital controls highly bind- 
ing, and so believe that the currency regime 
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sharply constrains the pBoc’s ability to 
manage domestic monetary policy. For 
those who think this way, the way to reduce 
inflationary pressures is to address the 
cause of the monetary expansion, which is 
a consequence of the massive inflows on the 
country’s current and capital account. 

This almost certainly means addressing 
the currency regime and forcing it to adjust 
much more quickly than it already has. 
There may be serious constraints to a more 
rapid adjustment of the currency, but if the 
monetarist argument is correct, it is the 
only way for China to regain control of in- 
flation. This view of the cause of inflation 
implies that most of the policies currently 
employed by the financial authorities—loan 
caps, hikes in minimum reserve require- 
ments, PBOC selling of sterilization bonds— 
are unlikely to have much effect while 
others—price freezes and interest rate 
hikes—might actually be harmful, the latter 
by marginally encouraging speculative in- 
flows and so greater monetary expansion. 

In the end we will probably need sev- 
eral more months of data before we decide 
if China’s inflation is caused by too little 
pork or too much money. Unfortunately, if 
the cause is the latter, several more months 
of excessively rapid monetary expansion 
will make it all the more difficult to control 
inflation and the upcoming Olympics in 
Beijing may make the authorities even more 
reluctant than normal to take significant 
measures with uncertain outcomes. 

The pressure on the psoc and the fi- 
nancial authorities is severe, and it should 
probably come as no surprise that many of 
the anxious announcements made by the 
financial authorities indicate the depth of 
their concern. If the cause of inflation is 
too much money, and the cause of too 
much money is the currency regime, the 
only solution—a sharp adjustment of the 
currency—is one that China’s financial au- 
thorities with their commitment to gradu- 
alism will not be eager to embrace. 1 | 
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A Broad Asian FTA 





Will Bring Big Gains 


by Masahiro Kawai and Ganeshan Wignaraja 


BORGO 


CONOMIC REGIONALISM IS 
starting to take root in East 
Asia. For the past 25 years, 
rapid expansion in trade— 
both to developed markets 
outside the region and increasingly within 
East Asia itself—is accelerating the process 
toward economic integration. Trade helps 
drive investment, both foreign and domes- 
tic, which in turn helps stimulate trade. 
Foreign direct investment, in particular, 
brings with it external funding, better pro- 
duction technology and management 
know-how, and efficient distribution chan- 
nels linked with outside markets. These 
are the seeds of economic integration, as 
has already happened in North America 
and Europe, and is now happening in East 
Asia. 

In the absence of a comprehensive 
World Trade Organization Doha deal, free 
trade agreements, or FTAS, are proliferating 
globally, including in Asia. Notwithstand- 
ing their possible costs—such as discrimi- 
nation against nonmembers and trade and 
FDI diversion—properly designed FTAs can 
keep trade and FpI flowing. However, the 
current plethora of overlapping and com- 





plex FTA arrangements in Asia carries the 
risk of becoming unwieldy and makes doing 
business cumbersome. Surveys conducted 
by the Japan External Trade Organization 
and the Asian Development Bank in Japan, 
Singapore and Thailand suggest that firms 
that rely on trade—particularly small and 
medium-sized enterprises—consider FTAS 
to be costly. 

How best to simplify matters? Even as 
the Doha Round remains stalled, no one is 
remaining idle. Is it more advantageous to 
countries to negotiate bilateral agreements 
or to find a way that maximizes benefits to 
a collegial bloc? Should, for example, the 
Association of Southeast Asian Nations’ 
FTA be expanded to Asean Plus Three (in- 
cluding China, Japan and Korea), or Asean 
Plus Six (further adding Australia, India 
and New Zealand), or beyond? 





œo Mr. Kawai is dean of the Asian Development 
Bank Institute in Tokyo. Mr. Wignaraja ts senior 
economist at the Asian Development Bank’s Office 
of Regional Economic Integration. The views and 
opinions expressed in the paper are entirely those 
of the authors alone and do not necessarily repre- 
sent the views of the ADB, its institute, its executive 
directors, or the countries they represent. 
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There is a groundswell of talk among 
business, governments, academics and 
multilateral groups on the merits of con- 
solidating these multiple and overlapping 
FTAS into a single East Asian FTA. Doing so, 
the argument goes, can help mitigate the 
harmful “noodle bowl” effect of different 
or competing tariffs, standards and rules. 
In particular, differing speeds of liberal- 
ization and the myriad “rules of origin”, or 
Roos, that determine whether a product 
qualifies for preferential status, are a prob- 
lem. Establishing a broader-based, region- 
al FTA will make it easier to do business, 
attract FDI and embrace small and low-in- 
come countries. It will also reduce trade- 
related business costs, particularly for 
SMEs and thus promote more inclusive re- 
gional cooperation and integration. 

What is interesting is that, as FTAs have 
proliferated, issues outside the wTo re- 
quirements have crept into various agree- 
ments. These “wTo-plus” issues include 
trade facilitation, investment, government 
procurement, competition policy, intellec- 
tual property, environment and labor, 
among others. That these issues have prov- 
en sufficiently valuable to governments to 
include them in negotiations and conclud- 
ed FTAs suggests the need for them to be 
further expanded and coordinated in a re- 
gional FTA format. 

As the chart nearby shows, a recent 
study done by the authors shows that FTA 
consolidation at the Asean Plus Six level 
would yield the largest gains to East Asia 
among plausible regional trade arrange- 
ments—leaving potential losses relatively 
small to nonmembers of the agreement. An 
Asean Plus Three FTA is less beneficial than 
an Asean Plus Six but provides far larger 
gains than any of the FTa’s between Asean 
and individual countries outside the bloc. 

For FTA consolidation to occur, Asean 
would have to act as East Asia’s regional 
hub by further deepening its economic in- 
tegration as it carries on with its plan for 
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IMPACT ON WORLD INCOME 
Change in income compared with 2017 baseline, 
in $ billions (at constant 2001 prices) 
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an Asean Economic Community by 2015. 
The plus-three countries of China, Japan 
and South Korea need to collaborate more 
closely for coordinated trade and FDI re- 
gimes, and India—which has only recently 
moved away from its former protectionist 
enclosure—needs to pursue deeper struc- 
tural and regulatory reforms addressing 
not only tariff issues but also “behind-the- 
border” red tape. Furthermore, substan- 
tial international support is required to 
strengthen the supply-side capacity of the 
poorer members of Asean—including the 
building of trade-supporting infrastruc- 
ture in transport, energy and telecommu- 
nications, for example—so that they can 
take advantage of integrated regional mar- 
kets while narrowing the income and oth- 
er development gaps within Asean. 

The economy of Taipei,China is rap- 
idly integrating itself with other East 
Asian economies, particularly with main- 
land China. As it is not part of the Asean 
Plus Three or Asean Plus Six group, the 
territory is better off pursuing unilateral 
liberalization—through the opening of its 
economy to other East Asian economies 
without any negotiation. Taipei,China can 
also unilaterally adopt other key measures 
of the behind-the-border type agreed 
upon among the Plus Three and Plus Six 
countries. This will make Taipei,China’s 
trade policy consistent with those of oth- 
ers in the region and further accelerate its 
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integration with the regional and global 
economy. 

Relationships with the United States— 
and increasingly with the European 
Union—are critical for the East Asian re- 
gion, both economically and politically. 
Asia-Pacific Economic Cooperation, or 
APEC, remains important for both East 
Asia and the U.S. because it is the only 
multilateral economic forum that con- 
nects the two. A natural approach for East 
Asia once it has established a regional FTA 
would be to strengthen economic ties with 
the U.S. One possibility would be through 
the formation of an East Asia-North Amer- 
ica Free Trade Area FTA (or an FTA for the 
Asia-Pacific region). While several East 
Asian countries have agreed on bilateral 
FTAs with the U.S., some have reservations 
about a comprehensive agreement with 
Washington. Deeper questions also re- 
main as to whether the U.S. is ready to 
agree to an FTA with the whole of East 
Asia—one that includes China—and wheth- 
er the U.S. Trade Promotion Authority 
(which expired in June 2007) will be rein- 
stituted before too long. 

Though connecting East Asia with Eu- 
rope has not been intensively discussed 
yet, the European Commission has been 
negotiating “new age” FTAs with South 
Korea, Asean and India. When Japan and 
China come into this discussion, a solid 
foundation for an East Asia-EU FTA will be 
created. 

While consolidating Fras within East 
Asia is clearly desirable—and an eventual 
connection with the U.S. and Europe is 
next on the agenda—it is important for the 
East Asian economies to make existing bi- 
lateral and plurilateral Fras more multi- 
lateral-friendly. By expanding what they 
have done over the years and by adopting 
some innovative measures, the process 
can be made much easier. Examples in- 
clude using forums such as APEC to 


strengthen trade and Fp! facilitation, uni- 
laterally reducing most-favored-nation 
tariffs, coordinating FTA completion dates, 
eliminating exceptions, putting more 
wto-plus elements into agreements, sim- 
plifying Roos, putting consolidation as the 
key agenda of regional gatherings, and al- 
lowing cumulative value-added content 
requirements across countries that con- 
clude FTAs with each other. 

FTAs carry benefits and costs, and de- 
signing them to maximize benefits is, nat- 
urally, the most desirable strategy. With 
nearly all East Asian economies currently 
pursuing FTAs, crafting them in a way that 
induces domestic structural reforms and 
ensures consonance with wTo rules is are- 
alistic approach. 

By designing FTAs properly, dynamic 
gains can be achieved by generating great- 
er trade and investment among members— 
through liberalization, as well as 
facilitation, of trade in goods and services 
and of investment and through comple- 
mentary domestic structural reforms. 
Once such structural reforms are pursued, 
it is much easier for a country to provide 
greater market access to nonmembers 
through wTo or other FTAs. 

With or without the success of the wTo 
Doha Round, the global trend toward more 
FTAS will continue, That is why there is an 
even more urgent need to make FTAs, and 
particularly a regional one, a stepping 
stone toward greater liberalization and, 
ultimately, global integration. For this pur- 
pose, East Asia needs to design best prac- 
tice FTAs so that their benefits can be 
maximized and costs minimized. The re- 
gion must also manage the proliferation of 
FTAS so that they function as a means for 
reducing domestic protection and expand- 
ing trade and Fpi. For this purpose, FTAS 
must enforce substantial domestic reforms 
to allow domestic industries to cope with 
greater competition from abroad. = 
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N NOVEMBER 2007, Yahoo! Inc. 
| did what it could have done two 

years ago when it became known 
that the company had aided the 2005 con- 
viction of Chinese journalist Shi Tao, now 
serving 10 years in prison for “revealing 
state secrets.” In a legal settlement, Yahoo 
pledged to provide an undisclosed amount 
of “financial, humanitarian and legal sup- 
port” to the families of Shi Tao and Wang 
Xiaoning, another dissident jailed in 2003 
for 10 years with the help of email data 
supplied by Yahoo. This came immediate- 
ly after Yahoo cofounder and chief execu- 
tive officer, Jerry Yang, made a dramatic 
public apology to Shi Tao’s mother, Gao 
Qinsheng, at a United States Congressio- 
nal hearing. He bowed solemnly to her 
three times as tears rolled down her 


cheeks. 
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This January, the company went even 
further, setting up a “Yahoo! Human Rights 
Fund” to be administered by human-rights 
activist Harry Wu to “provide humanitar- 
ian and legal assistance to persons in the 
People’s Republic of China who have been 
imprisoned or persecuted for expressing 
their views using the Internet.” Mr. Yang 
convinced Condoleeza Rice to raise the cas- 
es of Messrs. Wang and Shi with Chinese 
leaders on a trip to Beijing in February. 
Meanwhile, according to Yahoo executives, 
human-rights assessments are now con- 
ducted before entering sensitive markets or 
launching new products in those markets. 
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The company is also an active participant 
ina “multistakeholder process” to establish 
a global code of conduct on free expression 
and privacy for Internet and telecommuni- 
cations companies. 

These are all positive steps, but getting 
to this point has been a painful journey. The 
company had to be called on the carpet 
twice by the U.S. Congress, denounced by 
human-rights groups and condemned by 
journalists around the world in support of 
Shi Tao. 

How might Yahoo have avoided com- 
plicity in the conviction of Chinese politi- 
cal dissidents in the first place? The 
answer brings sobering lessons for all In- 
ternet and telecommunications compa- 
nies. Many would agree that being a 
socially responsible Internet or telecom- 
munications company requires respect for 
users’ rights to privacy and free expres- 
sion, but there is great disagreement over 
how to accomplish this ideal. 


Evil or Negligent? 


SHI TAO’S CASE was the last of Yahoo’s 
four known data-handover cases in China. 
Wang Xiaoning, plus two other dissidents 
Li Zhi and Jiang Lijun, were all convicted 
with Yahoo’s help in 2003. But the Shi Tao 
case became public first, had more details 
associated with it and has provoked the 
greatest amount of international contro- 
versy. It thus highlights many of the thorny 
privacy challenges that Internet compa- 
nies face in China and around the world. 
At the time of his arrest, Mr. Shi worked 
for Dangdai Shangbao (Contemporary Busi- 
ness News), based in Changsha, Hunan 
province. In April 2004, he attended an ed- 
itorial meeting to discuss a classified docu- 
ment containing a series of instructions 
about how the media should work to pre- 
vent social unrest in the run-up to the an- 
niversary of the June 4, 1989 crackdown, 
Later that night he wrote up his notes sum- 


marizing the document and sent them from 
his office computer via his Yahoo China 
email account to a New York-based, pro-de- 
mocracy publication and Web site, Minzhu 
Luntan (Democracy Forum), which pub- 
lished his article under a pseudonym. 

Two days later, the Beijing State Secu- 
rity Bureau issued a “Notice of Evidence 
Collection” to Yahoo’s Beijing office, re- 
questing account information linked to Mr. 
Shi’s email address (which did not contain 
his name), plus contents of his emails. 
Beijing-based employees of Yahoo China 
complied with the request. Mr. Shi was de- 
tained and arrested at the end of 2004 and 
charged with “leaking state secrets.” His 
trial in March 2005 lasted two hours, re- 
sulting in a guilty verdict and 10-year pris- 
on sentence. In September that year, a copy 
of the court verdict was obtained and 
translated by the San Francisco-based Dui 
Hua Foundation, and then published on the 
Web site of Reporters Without Borders. 
Among the evidence it listed “Account 
holder information furnished by Yahoo 
Holdings (Hong Kong) Ltd.,” including his 
office computer’s Internet protocol address 
and his office address. 

In response to an outcry in Hong Kong 
about the role of a Hong Kong-based entity, 
Hong Kong’s Privacy Commissioner held 
an investigation, and concluded that Shi 
Tao’s data had always been located on com- 
puter servers in mainland Chinese jurisdic- 
tion, and therefore no Hong Kong privacy 
laws had been broken. Yahoo had launched 
its Hong Kong operation in January 1999 
and set up a Beijing office later that year, 
unveiling a simplified Chinese-language 
portal that included a search engine, email 
and instant messaging services. Until the 
Chinese company Alibaba Group assumed 
full operational control over all “Yahoo 
China” operations in late 2005, Yahoo Chi- 
na’s business license was officially regis- 
tered in the name of Yahoo (Hong Kong) 
Holdings. Actual operations of Yahoo Chi- 





na were conducted in mainland China by 
two mainland-China-based entities: Yahoo 
Beijing and the Peking University Founder 
Group Corp. 


Corporate Responsibilities 
And Realities 


FOR TWO YEARS after Yahoo’s role in Shi 
Tao’s case first came to light, the company’s 
public statements characterized the plight 
of Shi Tao and the three others as if they 
were acceptable collateral damage in the 
great task of bringing Internet information 
services to the Chinese 
people. Executives argued 
that the Chinese people 
were still better off in the 
long run thanks to Yahoo’s 
presence. In 2006, Mr. 
Yang said, “we have no 
way of preventing that be- 
forehand... If you want to 
do business there you have 
to comply.” It was as if Ya- 
hoo had only two choices: 
leave China or roll over 
and play dead. 

Yahoo executives also argued that the 
company’s nose was legally clean on two 
fronts: Not only did employees respond to 
a legally binding written order; actions by 
Yahoo’s China-based employees were con- 
sistent with the user “terms of service” that 
Shi Tao and all other Yahoo email users 
agree to in order to create an account. In 
these terms the user promises not to use the 
email account to commit a list of actions, 
including “damaging public security, re- 
vealing state secrets, subverting state pow- 
er, damaging national unity,” etc. The same 
document, to which Mr. Shi technically 
agreed (regardless of whether he actually 
read or understood it), acknowledged that 
his information would be disclosed if re- 
quired to do so by law. 

For these two reasons it is possible that 


Yahoo, as first 
mover, made 
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: that competitors 
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if the families’ lawsuit against Yahoo had 
proceeded in U.S. court, Yahoo may have 
prevailed. But a legal victory would have 
been hollow because it would not have ab- 
solved Yahoo in the eyes of the human- 
rights community and socially responsible 
investors. They point out that Chinese law 
in this area contradicts international law- 
and that socially responsible companies 
have an obligation to do something more 
than participate in a “race to the bottom” 
as far as global practices on privacy and 
freedom of expression are concerned. 

After much public pummeling, Yahoo 
management eventually 
came to acknowledge that 
companies can and do 
make choices all the time 
not only about whether to 
do business in a particular 
market, but also how to do 
business there, and what 
products and services are 
appropriate given the na- 
ture of that market’s con- 
trolling government. 

Yahoo was the first 
major U.S. Internet brand to enter the Chi- 
na market—Google Inc. and Microsoft 
Corp.’s online content division, MSN, did not 
establish physical presences in China until 
nearly six years later. To this day Yahoo is 
the only foreign brand (though now man- 
aged entirely by Alibaba) providing an 
email service that keeps user data on com- 
puter servers inside mainland China. Dif- 
ferent business decisions by Google and 
Microsoft have made Mr. Yang’s claims of 
having “no choice” ring hollow. A more 
honest statement was that Yahoo as first 
mover made the bulk of the mistakes that 
competitors would learn from. 

Microsoft and Google say they have no 
plans to follow in Yahoo’s footsteps with lo- 
calized Chinese versions of their respective 
email products, Hotmail and Gmail: execu- 
tives from both companies have been can- 








did about not wanting any more Shi Taos 
on their hands. Msn and Yahoo both pro- 
vide localized Chinese blogging platforms: 
Yahoo Chinese blogs are censored to a sim- 
ilar degree as other domestic Chinese blog- 
hosting services, while MSN now censors 
very little—after a major international up- 
roar over its deletion of a controversial 
Chinese blog on authorities’ request in late 
2005. Google has chosen not to provide that 
particular service in China. All three com- 
panies do offer censored search engines in 
China-with Yahoo China censoring the 
most, MSN China a bit less and Google.cn 
censoring substantially less than Yahoo 
China. This observation is based on tests I 
conducted for a 2006 Human Rights Watch 
report on corporate complicity in Chinese 
Internet censorship: I ran Chinese-lan- 
guage searches across all three search en- 
gines plus Baidu, using a range of phrases 
on a variety of subjects with varying politi- 
cal sensitivity. The relative degree to 
which the three censor search results in 
China has not changed much since then. 
Much has recently been written by jour- 
nalists and academics about the mechanics 
of Internet censorship and search engine 
censorship in China, and there has been 
much debate over the ethics of providing a 
censored search engine of any kind, even if 
it does censor less than the local competi- 
tion. Some believe it’s unacceptable to com- 
ply with any political censorship demands, 
while others focus on the need to be more 
transparent with users about what is being 
censored, on whose authority and accord- 
ing to what process, so that users can be 
better informed of the skewed information 
picture the service is providing. How to 
deal with government censorship demands 
in an ethical and honest manner is an im- 
portant debate. Satisfactory solutions that 
would enhance overall freedom of expres- 
sion are difficult to pin down-mainly be- 
cause there is disagreement about how 
censorship impacts the lives of individuals. 


With data privacy, things are much more 
clear cut: when user data is handed over a 
person can go to jail and his or her life is 
ruined or shortened. So what to do? 


Toward a Solution 


DEBATES ABOUT WHAT Internet compa- 
nies should or shouldn’t do with user in- 
formation tend to focus on combinations 
of four different options: 

æ Selective compliance option. Compa- 
nies should comply with government in- 
formation requests only in truly criminal 
cases and refuse to cooperate in cases in- 
volving political dissent 

æ Offshore option. Companies should 
not host important user information on 
computer servers inside a jurisdiction such 
as the prc, whose definition of “crime” is 
well known to include political activities 
and speech 

Minimal data option. Companies in 
any jurisdiction should retain the mini- 
mum amount of personally-identifying 
user data for the minimum amount of time 
necessary to provide a particular service 

æ Strong warning option. While a com- 
pany may cover its legal obligations with 
existing terms of service, it has a moral ob- 
ligation in jurisdictions such as the pre (or 
arguably anywhere) to make explicit to us- 
ers where their data is being stored and 
how it may be used. 

Shi Tao and others may have had a false 
sense of security when choosing to use 
email accounts with an American brand- 
name attached. All or some of these four 
options form the basis for different solu- 
tions advocated by different groups: 

æ Lawmakers. In early 2006 mem- 
bers of the U.S. House of Representatives 
introduced a bill called the Global Online 
Freedom Act. Sponsored by Rep. Chris 
Smith (R-NJ), the proposed legislation was 
reintroduced in 2007 and passed all the re- 
quired committees this past February. In 








its current form, GOFA would require U.S. 
companies to adhere to all four options de- 
scribed above in their approach to data-pri- 
vacy issues when operating in any “internet 
restricting country” —as designated by the 
President. (For nondesignated countries, 
it’s business as usual.) In cases where com- 
panies are asked to hand over data, the U.S. 
Department of Justice would decide what 
does or doesn’t constitute “legitimate law 
enforcement purposes.” Companies would 
also be required to report to the U.S. State 
Department all keywords and Internet ad- 
dresses that designated governments re- 
quire them to censor. Victims of U.S. 
company data disclosure 
would be able to sue the 
companies in U.S. court 
more readily, and noncom- 
pliant companies could be 
fined up to $2 million. Rep. 
Smith now plans to take 
the bill to a full House de- 
bate and vote, although a 
time has yet to be sched- 
uled. So far no similar bill 
has emerged in the 
Senate. 

Critics of the bill point to several prob- 
lems. Danny O’Brien of the Electronic 
Frontier Foundation, a free speech group, 
has pointed out that the bill treats compa- 
nies as “enemies to be controlled and puts 
them in the middle of a ‘fight between the 
U.S. government and other governments.” 
Others (including myself) have been criti- 
cal of an approach that would divide the 
world into “good” and “bad” countries ac- 
cording to Washington’s view of the world. 
There is no country on earth where Inter- 
net and telecommunications companies do 
not face at least some pressure from gov- 
ernments to do things that would potential- 
ly infringe on users’ rights to free expression 
and privacy. 

Æ Activists. GOFA was drafted in con- 
sultation with several human-rights 


: All groups called | 
: for companies 
todevelopa 
voluntary code of | 


conduct. 


groups—some though not all of which ad- 
vocate all four options above. The bill has 
been endorsed by 16 human-rights groups 
including Human Rights Watch, Amnesty 
International, Reporters Without Borders 
and the Committee to Protect Journalists. 

In 2006, Reporters Without Borders, 
Amnesty International, and Human Rights 
Watch all published recommendations for 
how Internet companies might engage with 
the China market in a more socially respon- 
sible way. Reporters Without Borders advo- 
cated all four options, with a strong role for 
the U.S. government in monitoring and su- 
pervising company relations with govern- 
ments of “repressive 
countries.” Human Rights 
Watch recommended ver- 
sions of all four options, 
but with an emphasis that 
if user data is kept offshore 
the selective-compliance 
option might be avoided. 
Amnesty International 
took a broader approach, 
asking companies to devel- 
op human-rights policies, 
“publicly commit to hon- 
oring the freedom of expression provision 
in the Chinese constitution,” and “exhaust 
all judicial remedies and appeals in China 
and internationally before complying with 
state directives where these have human- 
rights implications” (a more flexible form 
of the selective compliance option than 
what Gora recommends). All groups called 
for companies to develop a voluntary code 
of conduct, support the development of 
technologies that protect users, and work 
for policy and legislative change in markets 
where they operate in ways that favor their 
users’ rights. 

æ Investors. Investors concerned 
about corporate social responsibility have 
been asking tough questions about compa- 
nies’ labor and environmental practices for 
decades. But the free-speech and privacy 





aspect of corporate social responsibility did 
not hit the radar screens of the CSR invest- 
ment community until about three years 
ago when shareholders began to bring res- 
olutions against Cisco Systems Inc. for its 
relationship with Chinese law enforcement 
in addition to the role played by its routers 
in the Chinese blocking of many overseas 
Web sites. In 2007 a shareholder resolution 
filed by the New York City Comptroller 
against Yahoo called for “certain minimum 
standards” involving the offshore option, 
the minimal-data option, and strong-warn- 
ing options. No mention of the more prob- 
lematic selective-compliance option. 

The resolution did not pass, nor did a 
similar resolution against Google calling 
for greater transparency in how it censors. 
Both companies advised shareholders to 
vote against the resolutions. Yahoo man- 
agement argued that while they are work- 
ing to improve their corporate policies on 
free expression and privacy, the resolu- 
tions’ “overly prescriptive” and “static” 
standards would make it hard to do busi- 
ness at all in many markets, and that a more 
“flexible” approach might in the end be 
more effective in upholding the spirit of the 
resolutions. 

æ Multistakeholder initiative: For 
the past two years, Yahoo, Google, Micro- 
soft, Vodafone, France Telecom and the 
Swedish telecoms company TeliaSonera, 
have been participating in a “multistake- 
holder process” with 24 “stakeholder 
groups” including the major human-rights 
groups mentioned above, free-speech orga- 
nizations, socially responsible investment 
funds and several academic institutions. 
(Full disclosure: I am also a participant.) 
Led by the Washington-based Center for 
Democracy and Technology and the San 
Francisco-based Business for Social Re- 
sponsibility, the aim of the process is to 
craft a realistic but meaningful set of stan- 
dards to help Internet and telecommunica- 
tions companies who want to be socially 








responsible to uphold core principles of free 
expression and privacy. The idea is also to 
set up a workable system for evaluating 
companies’ actions in this area in order to 
benchmark over time who are the industry 
leaders and laggards—so that investors and 
users can make more informed decisions 
about where to put their money or whose 
services to use for what purpose. Further- 
more, “one size fits all” prescriptions for a 
range of products, services, technologies 
and markets are not always the most effec- 
tive way to achieve privacy and free expres- 
sion, and can be counterproductive or have 
unintended consequences. A better way 
forward may be for all nongovernment 
stakeholders to agree to a set of common 
principles, then commit to an on-going pro- 
cess of benchmarking, watch-dogging, 
shared learning, and broader dialogue with 
society and governments. 

The process of bringing these diverse 
groups to agreement has been difficult and 
often contentious. The exact content of the 
drafts under discussion remains confiden- 
tial but on the issue of data privacy they 
tend to focus on the minimal data option 
and strong-warning option, plus a more 
flexible approach to the offshore option, 
emphasizing the need for companies to 
think through the implications of where, 
how and for how long they store what user 
data. Final agreement has yet to be reached 
but participants are hopeful that a mean- 
ingful set of principles on free expression 
and privacy—with mechanisms to measure 
company adherence, plus a commitment to 
shared learning and public dialogue—will 
likely be announced this year. Companies 
and concerned organizations from any 
country in the world will be welcome to 
join. No governments are involved. 


Global Issue, Global Standards 


THE MULTISTAKEHOLDER INITIATIVE 
(yet to be named) aims to be truly global, 





because the problem is global: it is hard to 
find acountry where Internet and telecom- 
munications do not face some pressure 
from governments to do things that argu- 
ably are harmful to free expression and 
privacy. One of the admitted problems is 
that it currently does not include any non- 
Western companies. It is the hope of many 
participants that this will change soon af- 
ter the initiative goes fully public and starts 
expanding its membership. While it may 
be difficult for mainland Chinese compa- 
nies to commit publicly to uphold their us- 
ers’ rights to free expression and privacy, 
this initiative is not targeted at China or 
any one country specifically. It is likely that 
many companies in places like South and 
Southeast Asia, Hong Kong, South Korea, 
Taiwan, and Japan will see it in their long- 
term interest to participate—for the same 
reasons that companies around the world 
are increasingly signing up to multistake- 
holder initiatives committed to environ- 
mental protection, sustainable development 
and basic labor standards. 

Information technology companies ev- 
erywhere rely largely on user trust for their 
business success. It is in their interest to 
join hands in setting industry-wide stan- 
dards and practices that will minimize 
harm to their users. Companies in many 
markets once claimed they would be com- 
mitting business suicide if they changed 
their behavior when it came to environ- 
mental and labor practices, but have since 
come round to recognizing that corporate 
social responsibility is not optional. It’s 
time to make respect for free expression 
and privacy equally nonoptional. 

Thorny problems certainly abound: 
one involves local subsidiaries of multina- 
tionals that make the commitment. Yahoo 
China, for instance, is now a division of Al- 
ibaba. When asked how Yahoo will avoid 
contributing to the conviction of any more 
Chinese dissidents, company executives 
have pointed out that since ownership of 


Yahoo China was transferred to Alibaba in 
October 2005, Yahoo Inc. no longer has 
day-to-day control over the Chinese email 
and Web services even though they still 
bear the Yahoo brand name. Yahoo holds 
one of four seats on Alibaba’s board. But it 
is unclear how much influence they have 
over Alibaba’s relationship with Chinese 
law enforcement and state security. 

All of this is further complicated by re- 
cent news of Microsoft’s bid to buy Yahoo 
Inc., followed by a strong rumor, recently 
reported by Reuters, that Alibaba is seek- 
ing investors to purchase Yahoo’s 39% 
stake in Alibaba so that Microsoft will not 
end up getting the same stake in Alibaba. 
None of the major Western venture-capi- 
tal or private-equity investors pouring 
cash into Chinese Internet companies has 
shown any sign of trying to influence those 
companies to maximize their respect for 
Chinese user rights—even within the con- 
straints of the Chinese system. It’s impos- 
sible without a very high-level State 
Security mole to get data on how many dis- 
sidents Chinese email service companies 
have helped to put behind bars. But re- 
search I am presently conducting on the 
way in which Chinese companies censor 
their users’ blog and chat-room postings 
indicates that there is substantial variation 
in how different Chinese companies treat 
their users. To merely say “I have no 
choice” is oversimplistic in any market. 

Meanwhile, the rest of us should not 
simply sit around and wait for our Internet 
and email service providers, Web-hosting 
services, and mobile-phone carriers to do 
the right thing on their own. Technology 
users around the world have an interest in 
joining together to insist that the products 
and services with which we increasingly 
entrust our careers, our beliefs and the 
most intimate parts of our lives, will not 
sell us out because they feel they have “no 
choice” since all their competitors are sell- 
ing out their users too. z 








Dramatic Risks 
Ahead for Asia 


by Bill Emmott 
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UNNAR MYRDAL’S FAMOUS 
1968 book Asian Drama 
was subtitled An Inquiry 
into the Poverty of Nations. 
That Swedish economist’s 
drama was about overpopulation, poverty 
and the danger of what we now call “failed 
states.” Today’s Asian drama is an inquiry 
into the prosperity of nations, and into 
what happens when several big neighbor- 
ing countries become prosperous at the 
same time. They have done so in a process 
that is associated less with Myrdal’s ideas 
than with those of the man with whom he 
shared the Nobel Prize for Economics in 
1974, Friedrich Hayek, an Austrian econo- 
mist who became the intellectual idol of 
Margaret Thatcher. 

Today’s Asian drama is a much more 
upbeat and inspiring story than the one 
that preoccupied Myrdal, for this drama is 
lifting hundreds of millions (eventually it 
will be billions) of people out of the squa- 
lor in which they and their forebears have 
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lived for centuries, it is lengthening and 
enriching lives, and it is generating new 
wealth, ideas and confidence. It is knitting 
Asia together into a single, vibrant market 
for goods, services and capital, one that 
stretches from Tokyo to Tehran. 

As well as knitting them, however, this 
drama is also grinding together Asian pow- 
ers that had previously kept a strict eco- 
nomic and political separation from one 
another. China, India and Japan are grind- 
ing up against each other because their na- 
tional interests are now overlapping and in 
part competing, because each is suspicious 
of the others’ motives and intentions, and 
because all three hope to get their own way 
both in Asia and further afield. A very se- 
nior official at the Ministry of External Af- 
fairs in Delhi said: “The thing you have to 
understand is that both of us [India and 
China] think that the future belongs to us. 
We can’t both be right.” 

Asia is piled high with historical bitter- 
ness, unresolved territorial disputes, po- 
tential flash-points and strategic 
competition that could readily ignite even 
during the next decade. There is coopera- 
tion aplenty, too. But imagine that you 
were a senior defense strategist or plan- 
ning official in India, China or Japan. You 
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know that your government is professing 
friendship for all its neighbors, pursuing 
“smile diplomacy” all round. You also 
know that your country’s economic inter- 
ests are spreading and deepening, that so 
are your neighbors’, and that your neigh- 
bors are likely to get stronger in future. 
What would you do? 

The answer is that, while acknowledg- 
ing your fellow great powers’ intentions 
may prove to be entirely honorable and am- 
icable, you would propose that your coun- 
try build up its military and technological 
capabilities, and strengthen its military and 
diplomatic alliances as a form of insurance 
policy, recognizing that times change and 
that the other great powers’ intentions 
could turn hostile. With an eye on the dis- 
tant future, you would propose that your 
country should have a space programme, 
taking in rockets, satellite launches and, for 
prestige purposes, moon landings. 

With an eye on the medium term, you 
would propose a strengthening of your 
navy, especially by adding aircraft carriers 
and submarines to provide the ability to 
project power throughout the Indian 
Ocean, China seas and the Pacific; and you 
would seek to invest in the development of 
an indigenous aircraft-manufacturing in- 
dustry in case supplies of imported air- 
craft and components become harder to 
obtain. Meanwhile, for the shorter term, 
you would propose that your country or- 
der more of the most advanced aircraft 
that your foreign suppliers are willing to 
sell and that you should keep on improving 
your offensive and defensive capabilities 
with and against short-and longer-range 
missiles. 

That is what China and India are both 
doing. It would be too strong to say that 
they are conducting an arms race, but what 
they are doing could reasonably be de- 
scribed as a strategic insurance policy race. 
Most recently, China has been expanding 
its military spending at almost 18% per 


year while India’s military budget has risen 
by 8%; most likely, China’s rate of spending 
growth will ease somewhat while India’s 
will accelerate, as and when its public fi- 
nances permit. Japan would also pursue 
such strategic insurance if it did not have 
constitutional constraints on the size and 
nature of its military forces, and a close 
military alliance with the United States to 
depend upon. But like China and India, Ja- 
pan has its own space programme, is doing 
everything it can to upgrade its navy short 
of buying aircraft carriers, and is doing the 
same for its air force. 

It will be quite a surprise if China does 
not have aircraft carriers by 2020 or so, 
and India has already announced that it 
will have at least three. Both are energeti- 
cally engaged in buying and improving 
their fighter-aircraft fleets and their mis- 
sile capabilities. All three are taking part 
in military exercises with each other, and 
sending observers to each other’s war 
games: that is all part of the smile diplo- 
macy of Asia. In November 2007 China 
even sent one of its naval ships on a visit to 
Japan, a first for the Chinese navy. 

Japan and India, though, have been 
working on a stronger insurance policy, by 
building a military network among the de- 
mocracies and quasi-democracies of Asia 
and the Pacific, formally in Japan’s case, 
informally in India’s, linking together the 
forces of Australia, the United States, Sin- 
gapore, India and Japan in exercises, in- 
ter-operability programmes and the like. 
The network is not aimed explicitly at Chi- 
na, but the Chinese are fully aware of what 
is driving it. 

The newest element in Asia is the emer- 
gence of three regional powers simultane- 
ously. But the biggest single element is 
China’s rise, as it forms the centerpiece 
around which everything else is taking 
shape. China, thanks to its open economy 
and low labor costs, is the hub of an Asian 
production and trading network. Thanks 
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to the new strength of its public finances 
and a newly confident and sophisticated 
foreign policy, China is playing a central 
role in providing development aid to the 
poorer Asian countries. Japan’s aid pro- 
gramme is far larger, but it is less strategi- 
cally focused and is more constrained by 
the conditions and apparatus of multilat- 
eral aid channels such as the World Bank. 
India’s acceleration of economic growth 
and trade is likely in future to impinge on 
China’s focal position within the region, 
but for the moment it is China’s growth 
and the extension of its interests through 
the Indian Ocean and into Africa that are 
impinging more on India. Above all, how- 
ever, China’s political system makes it 
Asia’s centerpiece. An authoritarian gov- 
ernment can be more decisive and is freer 
to act strategically, especially in its aid giv- 
ing and its arms sales. But it also gives rise 
to greater fears and more mistrust. 

Such fears do not arise because China 
has acted or even spoken aggressively in 
recent years: it hasn’t, except toward Tai- 
wan. They arise because of China’s sheer 
size, because of its millennium-long his- 
tory as a regional hegemon that treated 
many other states as vassals, and, most of 
all, because its political system and deci- 
sion-making process are almost entirely 
opaque. Mistrust and suspicion about Chi- 
na’s political intentions are echoed, too, in 
mistrust about its corporate activities, es- 
pecially given the involvement of the state 
and state-owned companies in the sectors 
in which China has been investing heavily 
overseas, especially natural resources. 
There is suspicion, at times, about Japan, 
largely because of its 20th century history, 
but that suspicion is mitigated by its de- 
mocracy and by its close relations with the 
United States. Suspicion of India is held 
only by its closest neighbors in South Asia. 
The main problem in Asia is fear and sus- 
picion of China. It is not going to go away. 

How will this Asian drama end? The 


answer is that it won’t: It is now going to 
be a permanent feature of world affairs, 
and arguably the most important single 
determinant of whether those affairs pro- 
ceed peacefully and prosperously or not. 
The drama will pit new, rising powers 
against the world’s long-established pow- 
ers in America and Europe; and it will pit 
Asia’s new powers against each other and 
against the region’s first modernizer, Ja- 
pan. In economics and business, the com- 
petition will have overwhelmingly positive 
results. In politics, we cannot be so sure. 

A plausibly pessimistic view begins 
with the risk that China will go through 
its Japanese-style adjustment to a lower- 
investment economy in arocky rather than 
a smoothly handled manner. Recovery will 
eventually come, and the Chinese growth 
story will resume, but only after a bruising 
recession and asset-price collapse, perhaps 
exacerbated by a recession in the United 
States. Such a bruising experience will 
lead to public pressure for political reform, 
posing the biggest challenge to Commu- 
nist Party rule since Tiananmen in 1989. 
But that pressure will again be violently 
rebuffed and the Communist Party will 
accentuate its nationalist credentials in or- 
der to retain its grip on power. 

Such a nationalist move would produce 
increased tension with Japan, a reduction 
in cooperation with the United States over 
North Korea, and a spate of mutual trucu- 
lence between China and India over their 
border disputes and over Chinese support 
for Pakistan and Bangladesh. 

In these awkward times, the deaths of 
Kim Jong I] and the Dalai Lama could both 
occur, prompting China to install a new 
military government in North Korea, re- 
jecting proposals for unification of the 
peninsula, and to use brutal methods to 
suppress an uprising by Buddhist monks 
in Tibet. 

China’s control over Tibet looks secure. 
Religion, however, has the ability to over- 
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turn things. Buddhism plays a central part 
in Tibetan life, and the Buddhist monaster- 
ies are the closest things to an alternative 
organizing force to the Communist Party. 
In Tibetan Buddhism it is believed that the 
Dalai Lama is reincarnated, so that after 
the death of the fourteenth Dalai Lama 
there will be a search for the child who will 
be his successor. It often takes several years 
before agreement is reached on who that 
successor should be. Whenever the next 
succession takes place, however, there will 
be three additional complications. 

The first is that in 2007 the Chinese 
government announced new regulations 
to govern the reincarnation of all Tibetan 
clergy: essentially, China has said it will 
have the last word in determining wheth- 
er someone has been reincarnated or not. 
In other words, atheist Communist Party 
officials will govern Tibetan spiritual de- 
cisions. In response to China’s declaration, 
the Dalai Lama said in November 2007 
that he was considering naming his cho- 
sen successor himself, before he dies. The 
second complication is that the Dalai Lama 
has also said that he will not be reincar- 
nated in land under Chinese control. So if 
his followers abide by that statement, they 
will not accept any successor who has been 
found inside China. 

The third complication is that tradi- 
tionally the second ranking lama, the Pan- 
chen Lama, has played a central role in 
choosing the new Dalai Lama. But after 
the previous Panchen Lama died in China 
in 1989 two successors were chosen: one 
by the Dalai Lama’s own selection com- 
mittee and endorsed by the Dalai Lama; 
the other by a selection committee im- 
posed by China. The Dalai Lama’s choice 
was arrested. His whereabouts are un- 
known, but he is thought to be a political 
prisoner. 

When the time comes for a succession, 
there is little or no chance that India or 
any other outsider will try to intervene di- 
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rectly in the process. The reason why Ti- 
bet should be listed as a risk, a possible 
flashpoint, emerges from the possibility 
that, faced with the loss of their spiritual 
leader, and a probable dispute over his suc- 
cessor, serious unrest could then break out 
in Tibet itself, making March’s riots look 
like a parlor game. Most likely, China 
would crack down hard on it, as it always 
has in the past. But if the unrest were more 
widespread and substantial than before, 
and if it coincided with a period of weak- 
ness of the central government—in the 
wake of an economic downturn, perhaps— 
then it may be hard to regain control. 
Two risks could then arise. One, which 
is certainly unlikely, is that in the face of 
Chinese repression, perhaps involving 
wholesale slaughter of Tibetan militants, 
India might feel obliged to do something: 
to send aid, to agitate for collective inter- 
national intervention, or even to try to cre- 
ate safe havens near Arunachal Pradesh or 
in Tawang. The other risk is that either 
China or India might decide to send mili- 
tary force into the disputed border areas. 
That might be a diversionary tactic; it 
might be opportunism, in India’s case; it 
might reflect China’s sense of insecurity 
about Tibet; or it might be a Chinese effort 
to seize the area of Tawang specifically, 
given its direct associations with Tibet and 
with Tibetan Buddhism. If any of these 
events occurs, the stakes would be high. 
Pan-Asian institutions would be still- 
born in this fractious environment. Japan, 
becoming even more worried about North 
Korea and China, would finally revise its 
constitution to permit expanded military 
capabilities. Taiwan would be an ever- 
present source of worry over an imminent 
conflict between China, Japan and Amer- 
ica. There could even be a short, explor- 
atory exchange of fire over that very issue. 
The warm glow of the 2008 Beijing Olym- 
pics would then be remembered only 
through a thick smog of tension. E 
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Reviewed by RICK CAREW 


HE PROTESTS, RIOTING and lock- 
down of Lhasa that started March 
10 have refocused the world’s at- 
tention on Tibet and the failures of the 
Chinese government’s policies there. For 
those seeking to parse reality from the 
myths about Tibet, there are still scant 
resources offering dispassionate analysis 
or fact-based histories of modern Tibet. 
Chinese sources are notoriously unreli- 
able because China’s publishing houses 
and newspapers remain controlled by the 
state, especially on sensitive issues such as 
Tibet. The few published histories avail- 
able from within China are driven by the 
government’s need to support its stance 
that Tibet has always been an inseparable 
partofChina. Research in the West has fo- 
cused on studying Tibet's particular forms 
of Buddhism, ignoring rigorous analysis 
of the political dynamics taking place in 
Tibet. For the international community 
to respond to the outbreak of violence in 
Tibet over the past month requires a bet- 
ter understanding of the causes and con- 
ditions that have led to the outbreak of 
violence and tensions in Lhasa and other 
Tibetan areas. 

This book, newly published in English 
translation, is a welcome addition to the 


T 





AM ana nunnana seme meray nna en e n A ir mine ot H e n na n ae anA 


ws Mr. Carew is a reporter with The Wall Street 
Journal, based in Hong Kong. 


available literature on modern Tibet be- 
cause its author presents a credible, de- 
tailed account of events from the vantage 
point of an ordinary individual caught up 
in tumultuous times. 

In this autobiographical account, 
Tubten Khétsun describes his life in Lha- 
sa from the failed 1959 uprising to the Cul- 
tural Revolution and until his emigration 
to the United States in 1983. As an 18-year- 
old junior official fresh from passing his 
government-service exam when the 1959 
uprising occurred, he appeared destined 
to a lengthy career as a government offi- 
cial. Instead, the Dalai Lama fled to India 
after the failed revolt and the Chinese gov- 
ernment cracked down on officials who 
had served in the Tibetan administration. 
Tubten Kheétsun was jailed for more than 
four years , and spent a significant portion 
of that time in forced labor camps. 

He paints a gruesome picture of prison 
life. Moving from one prison to another, 
he evokes images of lice-infested cells, vi- 
cious guards and the constant presence 
of death. For example, he tells of one par- 
ticularly horrifying night during a period 
when starvation had hit Tibet much like 
the rest of China in the aftermath of the 
failed Great Leap Forward campaign: 


One night, Sang-gyé-la, a monastic func- 
tionary..., was on my right, and in the next 
space but one on my left was someone 
called Loga from Drikung Mangshung. 
During the night, their breathing stopped 
one after the other, and until the prison 
officials came in the morning, I had to lie 
there between two corpses. 


Under such duress, Tubten Khétsun de- 
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scribes many fellow political prisoners or 
those fearing persecution committing sui- 
cide. He also documents the high-cost in 
Tibetan lives paid in the construction of a 
power station and brick making for mod- 
ernizing Tibet. He believes his ability to 
survive was mainly due to the fact that 
his family lived in Lhasa, bringing him 
food on occasion and giving him enough 
encouragement to continue living. Yet he 
doesn’t only blame the Chinese prison of- 
ficers for the appalling 
prison conditions. He 
also points to many Ti- 
betans who helped run 
the prisons and took joy 
in torturing the inmates, 
including the son of one 
high religious figure who 
treated the prisoners as 
brutally as any of the Chi- 
nese guards. 

Tubten Khétsun’s ex- 
perience of prison life is 
important historical evi- 
dence because he claims it 
was typical. He estimates 
that two-thirds of the 
male Lhasa population between the ages 
of 17 and 70 were imprisoned during the 
years after the 1959 uprising. It is unclear 
whether such an estimate can be verified 
based on Chinese records from the time. 

Following his release, he documents 
the experiences of Lhasa residents during 
the Cultural Revolution (roughly 1966-76). 
The account presents the situation in Tibet 
during that time as remarkably similar to 
the situation as other parts of China. Sto- 
ries about the destruction of monasteries, 
bloody battles between Red Guard factions, 
and mass executions of people on rumor 
and hearsay can be found in the numerous 
accounts of Chinese experiences during 
that time. Again, the perpetrators of vio- 
lence were not only Chinese, but Tibetans. 

His account also presents a window into 
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Tibetans’ perceptions of the Han Chinese. 
In regards to a military crackdown on one 
of the Red Guard factions composed of Ti- 
betans where many of the Red Guards were 
killed, Tubten Khétsun states that Chinese 
soldiers “treat Tibetan lives as less valuable 
even than the lives of beasts, something to 
be disposed of at will.” He also points to 
further discrimination against those who 
were seen as unreliable by the Communist 
cadres. Because of his background as a gov- 
ernment official and part 
of an aristocratic fami- 
ly, Tubten Khétsun is la- 
beled a “class enemy” and 
subjected to additional 
persecution, he says, in- 
cluding being denied ac- 
cess to medical treatment 
after his release from pris- 
on. Those with his back- 
ground were given black 
passes that he says “served 
as an indication to the doc- 
tor that the bearer’s life 
was of no value.” 

It is unfortunate that 
Tubten Khétsun’s sto- 
ry ends in the early 1980s, a time when 
the Chinese government began loosen- 
ing controls on Tibetan religious practice 
and life appeared to gradually improve for 
residents of Lhasa. For example, Tubten 
Khétsun got a job working at the Potala 
Palace reclassifying Tibetan documents 
stored there as the government reopened 
the winter home of the Dalai Lama to spir- 
itual worshippers and tourists. There is 
nothing in this account of the martial law 
imposed in 1989 after widespread protest 
or an update on the current conditions of 
Lhasa residents. 

Still, this book provides an important 
piece of the puzzle for those seeking to 
understand the experience of ordinary Ti- 
betans since 1959 and the historical griev- 
ances of Tibetans since the Chinese army 


rimini ie ii Re anaana nanna nnn A ee P Areh Ai shanna smear ds tect ARPA 


occupied all of the areas formerly under 
the Dalai Lama’s rule in 1951. It also gives 
an account of an ordinary human being 
without claim to sainthood or political 
greatness in Tibet’s most difficult times. 

The inability of China to integrate Ti- 
betans successfully into its political sys- 
tem is one of the great failures of China’s 
nationalities policy that tried to extend the 
Communist Party’s policies to include non- 
Han Chinese. In Han-dominated parts of 
China, the Party survived by appealing to 
“national unity” and the goal of reclaiming 
greatness for a nation scarred by the inva- 
sion of foreign powers and internal weak- 
ness during the rule of the Nationalists. In 
Tibetan areas, the Party was the foreign 
power and those slogans that worked else- 
where ring hollow with Tibetans such as 
Tubten Khétsun. Many Tibetans still view 
Han Chinese and the Communist Party as 
colonizers rather than fellow citizens. The 
protests and rioting over the past month, 
fueled by the long-simmering tensions in 
Lhasa, can be better understood in the 
context of the history of Chinese rule that 
began in Tubten Khétsun’s youth. 


RED SUN: 

TRAVELS IN NAXALITE COUNTRY 
by Sudeep Chakravarti 
Penguin Viking, 352 pages, Rs 495 
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Reviewed by SAMANTH SUBRAMANIAN 


ESPITE A DECADE of rapid eco- 
D nomic growth, India still has 

hundreds of millions crouched 
beneath the poverty line. That may be 
regarded by optimists as just unfinished 
business, a giant wrinkle that will smooth 
itself out over time as GDP surges. But con- 
sider that from 1991 to 2001, as India cut to 
267 million from 305 million the number 
of people below the absolute dollar-per- 
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day poverty level, it also added 156 mil- 
lion people to its population. The country 
resembles a man with a bucket, trying to 
bail water out of a sinking boat with a hole 
in its bottom. 

Sudeep Chakravarti confronts the very 
real danger that the man will tire, and that 
the boat will begin to founder. As inequity 
grows, Mr. Chakravarti notes the spread 
of violent Maoist extremism, known as 
Naxalism. Of its 602 administrative dis- 
tricts, the Indian government admits that 
165, or nearly 30%, are affected by Naxal- 
ism. Mr. Chakravarti points this out in the 
introduction, before setting out for some 
of these flashpoints, where one India rubs 
up hard against the other. 

Naxalism takes its name from Naxal- 
bari, a West Bengal village where, in May 
1967, a group of farmers protested against 
their landlords. The police retaliated vi- 
ciously, killing 11 people; two years later, 
in the same village, the first Maoist party 
was born. As it mutated and splintered, 
the various products of its fission held to a 
core belief in a people’s revolution inspired 
by the precepts of Mao Zedong, where the 
oppressed in rural, and increasingly urban, 
India would rise up in violence and capture 
political power. The Communist Party of 
India (Maoist) today has been designated 
a terrorist organization by the Indian gov- 
ernment. It has been beaten down in some 
states, such as Andhra Pradesh, but in oth- 
er poverty-stricken states such as Chhattis- 
garh and Mumbai’s home Maharashtra, Mr. 
Chakravarti discovers, Naxalism’s roots are 
growing deeper into the soil. 

Red Sun is written partly as a round up 
of contemporary Naxalite history, but also 
partly as a travelogue, as Mr. Chakravarti 
forays across India and into Nepal to meet 
government officials, villagers and Maoist 
rebels, trying to work out how his country 
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Indian governments, delirious with economic growth, are 


pushing rural development down in their list of priorities. 





should react to the violence. The obvious 
long-term answer is real, corruption-free 
development, which would rob the rebels 
of a popular base of support. But ineffi- 
cient and corrupt governance keeps that 
solution out of India’s reach, at least for the 
next few decades. 

On his travels, Mr. Chakravarti runs 
into horrific poverty. In Kalahandi in 
Orissa, tribals survived for “months to- 
gether on mango kernel and wild roots.” 
Near Kolkata, bonded labor drives brick 
kilns. In Maharashtra and 
Andhra Pradesh, farmers 
commit suicide to escape 
the cycle of backbreaking 
debt. Even without the 
menace of Naxalism, ad- 
dressing this deprivation 
should be on the top of ev- 
ery national agenda. But 
Indian governments at the 
state and center, delirious 
with economic growth 
and focused on sustaining 
it, are pushing rural devel- 
opment down in their list 
of priorities. 

Instead, Mr. Chakravar- 
ti encounters alternate responses, rang- 
ing from the laughable idea of a Jharkand 
health minister to conduct vasectomies in 
Maoist-dominated villages, to the bureau- 
cratic (and short-lived) appointment of an 
antiterror security advisor. Then there is 
the Salwa Judum, a tribal government- 
armed militia that bears some unsettling 
resemblances to the Janjaweed, the state- 
supported nomadic gunmen battling in- 
surgents in Darfur. 

As the sophistication of Maoist weapon- 
ry has grown, the government has sent vi- 
olence chasing after violence, with varying 








degrees of success. The Salwa Judum has 
been widely criticized by human-rights 
groups for browbeating uncooperative 
villagers and destroying their property, in 
league with district police and paramili- 
tary outfits in Chhattisgarh. On the other 
hand, in Andhra Pradesh, an elite police 
force known as the Greyhounds has qui- 
etly and efficiently hunted down known 
Maoists. 

This is a complicated picture, and per- 
haps it was inevitable that Red Sun would 
be a complicated book. 

Mr. Chakravarti does not 
make it easy on the reader; 
he flits between past and 
present, between trav- 
elogue and historicism, 
between narrative and ex- 
position, sometimes within 
the space of a single page. 
His attention to detail, es- 
pecially when he recounts 
the recent history of the 
Naxal movement, can get 
too scrupulous, blurring 
dates and terminology and 
sequence in one’s mind. A 
better-edited, better-orga- 
nized, indexed book would have been less 
laborious. 

But for the diligent reader, the hard 
work is unquestionably worth it. Mr. 
Chakravarti is a journalist of extensive 
experience, having worked for The Wall 
Street Journal Asia, India Today and the 
Hindustan Times, and he adopts a ques- 
tioning attitude toward Maoist opponents 
and Maoist sympathizers alike. The re- 
sult is a remarkably objective book on a 
domestic threat that is often underplayed 
by the Indian government. He also doc- 
uments his own vivid, growing sense of 
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alarm about Maoist successes, about gov- 
ernmental apathy and miscalculation, and 
about the immense potential in India for 
ignored inequity to turn into widespread 
social anomie. 

In one chapter, Mr. Chakravarti re- 
calls a magazine poll in which 36% of the 
participants expected India to Balkanize 
within the next half century. But for him, 
there is another equally grim possibility. 

In a parallel life, Mr. Chakravarti is a 
professional futurist affiliated with the 
World Future Society, and he makes one 
startling prediction. Over the next three 
decades, he writes, India will break out 
into a rash of City States, gated urban 
sprawls that would exclude vast swathes 
of rural populations. Rural India “would 
likely be abdicated by the central govern- 
ment, if there is one, to bands of various 
‘people’s governments,’ Maoist or other- 
wise,” writes Mr. Chakravarti. “The Re- 
public of India could become the Republic 
of South Asia, a gathering of always-on- 
the-edge confederacies.” 

But there is also the worst-case scenar- 
io of rampant warlordism in “other India,” 
a scenario that Mr. Chakravarti predicts 
not for two or three centuries down the 
line but two or three decades. The pro- 
cess, he believes, may already have begun 
in some states, and the seething and dis- 
affected can rapidly become new Maoist 
conscripts. 

State-sponsored violence may take out 
the Naxal leadership, but it can never re- 
move the reasons for their appeal, and that 
powder keg is no mere caveat; it can be the 
most formidable danger to Indian pros- 
perity. However much economists and 
governments may argue for patience and 
for trickle-down time, time may be the one 
commodity in increasingly short supply. 
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Reviewed by PAUL MOONEY 


mF YOU THOUGHT China became 
the world’s factory as a result 
of its seemingly endless supply 
of unskilled labor alone, think again. In 
addition to its huge labor force, good in- 
frastructure and cheap land, the China 
advantage is built on unreasonably low 
salaries, workers slaving away for 100 
hours a week, poor benefits, and lax en- 
forcement of the country’s intellectual 
property regulations and environmental 
protection laws. 

This scenario is described by Alexandra 
Harney in The China Price: The True Cost 
of Chinese Competitive Advantage. The 
book suggests that this winning combina- 
tion may be fading as the economy contin- 
ues to expand, making China a victim of its 
own success. 

Ms. Harney provides insights garnered 
from her visits to factories in the course of 
her reporting for the Financial Times as 
South China correspondent from 2003 to 
2006. Her goal in writing the book was to 
learn how this manufacturing behemoth is 
able to offer such attractive prices. 

What she discovers is a brutal world of 
corruption, exploitation of workers and 
environmental degradation. From Dick- 
ensian production facilities to illegal coal 
mines she reports on the darkest corners 
of Chinese manufacturing. She also brings 
her readers into the homes and dormitories 
of migrant workers, who reveal intimate 
details about work in depressing factories 
and their dreams for a better life. 
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Ms. Harney rightly says foreign cor- 
porations share some of the responsibil- 
ity for the conditions at many plants. She 
describes factories which are squeezed by 
international giants who play manufactur- 
ers against one another, demanding unre- 
alistically low prices that make it difficult 
for some to make a profit, especially at a 
time when the yuan is gaining strength. 

At the same time, these foreign buyers, 
under pressure from customers, unions 
and NGOs back home, insist that factories 
meet difficult goals for better working 
conditions. Factory managers, who cover 
up violations, want foreign customers to 
shoulder more of the responsibility. 

The physical costs of this breakneck ex- 
pansion of manufacturing come tragical- 
ly alive as Ms. Harney interviews workers 
maimed on the job, and others dying from 
inhaling harmful dust on factory floors 
for years with no protection offered. Both 
groups have to fight for years to acquire 
even minor compensation. She describes 
the existence of “cancer’ villages,” made 
up of widows who lost husbands to toxic 
industries and industrial pollution. 

Then there’s the environmental cost. 
More than two-thirds of the country’s en- 
ergy comes from coal. China is the larg- 
est producer and consumer of black gold, 
the major source of air pollution in China. 
A Ministry of Health official places some 
of the blame on multinational companies, 
who he says “brought dangerous work and 
pollution and left with the profits.” 

Ms. Harney also focuses on factories 
that cut corners to meet the exacting de- 
mands of buyers, many resorting to the 
use of unapproved chemicals or shoddy 
materials and components. Over the past 
two years there has been a flurry of news 
reports about tainted foods and products 


To remain competitive China will have to move up the 
high-tech ladder and begin to promote its own brand names. 






from China that have resulted in deaths 
around the world. 

In order to improve the overall situa- 
tion, foreign companies have hired au- 
diting companies to make sure factories 
comply with their norms—but this has 
proven to be a difficult task. 

Two auditors working for Wal-Mart, 
which boasts “everyday low prices,” tell 
the author that it was rare to come across a 
factory that could really meet Wal-Mart’s 
tough requirements for both low prices 
and social compliance. 

Manufacturers thus turned to falsify- 
ing records while tucking the real ones 
away from view. An NGO worker tells Ms. 
Harney about one factory that made work- 
ers rub their fake time cards in the dirt to 
make them look more genuine. In some 
cases, auditors are bribed. 

A manager drives Ms. Harney past one 
secret factory. The workers have no safety 
equipment or insurance, and they exceed 
the legal working hours every day. The buy- 
er, Wal-Mart in this case, has no idea that 
it’s being deceived. The Chinese manager 
says he feels bad about the deceit, but ar- 
gues that it’s the only way he can meet the 
production schedule. In any case, he be- 
lieves Wal-Mart is aware of the charade. 

In the beginning, it was easy for the 
auditors to see through the deception be- 
cause workers would just tell the auditors 
the truth about actual hours spent on the 
factory floor. But managers then began 
teaching their workers to lie. Ms. Harney 
says that a decade of monitoring has not 
resulted in substantial improvements in 
working conditions. 

But things are changing, she says. As 
China’s economy continues to expand, its 
competitive edge is being nibbled away. The 
race to invest in production facilities has 
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pushed down profit margins while at the 
same time driving up the prices of all the 
inputs—labor, raw materials and energy. 

And just as the demand for factory 
workers reached record levels, the young 
rural population began to decline in the 
late 1990s, the result of China’s tight fam- 
ily-planning policies. For the first time 
since China’s opening up, Chinese fac- 
tories now need workers more than the 
workers need them, says Ms. Harney. 

Also complicating the situation is a new 
generation of workers that are better edu- 
cated and more aware of their rights. Ms. 
Harney concedes that there is no national 
labor movement, no coordinated actions 
and not even a charismatic leader. How- 
ever, workers are teaching themselves 
about the law, are being helped by a host 
of grass-roots NGOs, and courts are hand- 
ing out higher awards. 

Facing labor shortages, the booming 
coastal provinces of Guangdong and Fu- 
jian began to consider inland areas where 
wages are still low, but the infrastructure 
in many of these places is still poor. Oth- 
ers began to consider Vietnam, Thailand 
and Indonesia. Ms. Harney says there is 
talk in Japanese business circles of a “Chi- 
na-plus-one” strategy: maintaining opera- 
tions in China while having operations in 
another country as a risk hedge. 

Does this spell the end of China as a 
manufacturing powerhouse? Probably 
not. Ms. Harney says China still has an 
advantage in its large population, good 
infrastructure, and industrial clusters, 
manufacturing centers in which entire 
supply chains (clusters) have sprung up, 
providing components, machinery repair 
and raw materials within a two-hour dis- 
tance. It will take time for other countries 
to replicate the cluster effect, she says. 

Still, Ms. Harney says to remain com- 
petitive, China will have to move up the 
high-tech ladder and begin to promote its 
own brand names. 
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The obstacles include lax law enforce- 
ment, shortages of skilled labor and man- 
agement, rampant piracy, and a lack of 
creativity and innovation. These are all 
daunting challenges. How China manag- 
es this transition would be a perfect topic 
for Ms. Harney’s second book. 


RIOTS, POGROMS, JIHAD: 
RELIGIOUS VIOLENCE IN INDONESIA 
by John T. Sidel 
Cornell University Press, 304 pages, $21 
tae 7 
Reviewed by SADANAND DHUME 


WO YEARS AFTER the brouha- 
ha over Danish cartoons depict- 
ing the prophet Mohammed, the 
world is bracing for another round of Is- 
lam-related turmoil. The feared flashpoint: 
a film by the flamboyant Dutch member of 
parliament Geert Wilders that links vio- 
lence by contemporary Muslims with vio- 
lent passages in the Koran. Mr. Wilders’ 
predicament—he lives under armed guard 
and can’t find a television station that will 
air his film—symbolizes the rapid inroads 
made by radical Islam, or Islamism, in Eu- 
rope. To put it bluntly, thanks to an influx 
of immigrants from the Muslim world, 
the famously iconoclastic Dutch have less 
freedom to criticize religion today than 
they did a generation ago. 

Half a world away, the former Dutch 
colony of Indonesia, the world’s most 
populous Muslim-majority nation, faces 
not dissimilar troubles. Long synonymous 
with a gentle folk Islam that was remark- 
ably relaxed toward non-Muslims, Indone- 
sia has struggled since the mid-1990s with 
outbreaks of religious violence. In Riots, 
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Pogroms, Jihad, John Sidel, a professor of 
international and comparative politics at 
the London School of Economics, sets out 
to analyze and explain the reasons. 

Mr. Sidel traces the roots of religious 
conflict in Indonesia to Dutch rule. He 
contends that the Dutch system of pillar- 
ization, in which Catholics and Protestants 
developed their own religious schools, as- 
sociations and political parties, was mim- 
icked in Indonesia to a striking degree. 
A person’s religious identity—Catholic, 
Protestant, nominal Muslim or orthodox 
Muslim—determined his schooling and, 
ultimately, his access to power through 
the legislature, the civil service or the 

Against this backdrop, the advent of 
General Suharto’s New Order regime in 
1966 led to a deepening of Islamic piety 
and a gradual shift toward orthodoxy. 
Complicit in the slaughter of 500,000 
suspected communists from 1965 to 1966, 
the New Order quickly took steps to in- 
oculate the country against a communist 
comeback. It forced Indonesians to declare 
their religious faith, expanded religious 
instruction in state schools and banned 
interfaith marriages. Figures on religious 
education capture the scale of change. In 
1942 Indonesia’s 1,870-odd pesantren (Is- 
lamic boarding schools) taught 140,000 
students. By 1997, the year before Suharto 
stepped down, the number of pesantren 
had swelled to nearly 9,400 and their stu- 
dents to 1,770,000. 

The combination of religious instruc- 
tion in state schools and the mushrooming 
of Islamic schools helps explain what Mr. 
Sidel, quoting the scholar Gregory Star- 
rett, calls the evolution of the Indonesian 
understanding of Islam from “an unexam- 
ined and unexaminable way of life” to “a 


Complicit in killing 500,000 suspected communists, the 
New Order deliberately encouraged organized religion. 





coherent system of practices and beliefs.” 
To the casual observer, these changes first 
became apparent in the mid-1980s, in the 
profusion of headscarves on college cam- 
puses, in the prayer calluses on the fore- 
heads of the devout, in the shiny-domed 
mosques that sprung up in villages, towns 
and cities across the archipelago. Over time 
these pious and newly assertive Muslims 
began to jostle for power with traditional 
secular Muslim and Christian elites. 
There is much to commend in this book. 
It touches upon the link between Islamic 
piety, especially of a strictly scriptural sort 
imported from the Arab world, and out- 
breaks of religious violence. It emphasiz- 
es the importance of conspiracy theories 
in mobilizing mobs, and the pivotal role 
played by so-called professional Muslims: 
Islamic teachers in state schools, function- 
aries in the ministry of religion and the 
propagandists of the Islamist media. Mr. 
Sidel’s painstaking research shows how 
trivialities—say the sound of a motorcy- 
cle outside a mosque during prayers—can 
spark a full scale riot. His willingness to 
tackle something as inherently imprecise 
as identity is refreshing. His observation 
that Indonesia’s jihadists belong to loose 
networks of like-minded activists rather 
than to the strictly hierarchical command 
structures portrayed by some of the more 
enthusiastic terrorism experts is astute. 
Ultimately, however, this book’s cen- 
tral thesis is unconvincing. Mr. Sidel accu- 
rately details the profound (and ongoing) 
changes in Indonesian society over the 
past three decades. Nonetheless he trac- 
es Muslim-Christian violence neither to 
growing Muslim assertiveness nor to the 
birth of an Islamist movement dedicated 
to ordering both society and the state ac- 
cording to the medieval precepts of sharia 
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law. Instead he plumps, somewhat bizarre- 
ly, for the notion that it is not hardened re- 
ligious identity (to borrow his prolix term), 
but anxiety about a perceived threat to this 
identity that fuels the riots, pogroms and 
jihads of the book’s title. Overall, this the- 
ory, along with an elaborate typology to 
distinguish between riots, pogroms and 
jihads, feels forced. 

In a similar vein, Mr. Sidel dismisses 
the idea of an organized Islamist move- 
ment in Indonesia and suggests that the 
worst of the country’s troubles are over. 
“Jihad in recent years in Indonesia should 
be understood not as evidence of an as- 
cendant, insurgent Islam but as a symp- 
tom of the weakness of those who have 
tried to mobilize in its name.” This appar- 
ent profundity can appear plausible if you 
meditate upon it long enough, unless you 
happen to consider the obvious fact that 
the truly weak—Falun Gong practitioners 
or Burmese democracy activists or Paki- 
stani Christians—aren’t typically in the 
business of shipping armed men to battle 
their opponents, or of organizing coordi- 
nated bombing campaigns. 

Fortunately there is an explanation of 
both the upsurge in religious violence in 
Indonesia starting in the mid-1990s and 
the relative lull of the past three years 
that does not require a breathtaking dis- 
play of mental gymnastics. Presidents seen 
as Islamist-friendly (Suharto after 1990, or 
his successor, B.J. Habibie) or weak (Ab- 
durrahman Wahid) tend to embolden riot- 
ers and jihadists alike. Stronger presidents 
with nonsectarian credentials—Megawa- 
ti Sukarnoputri and the incumbent Susilo 
Bambang Yudhoyono—have the opposite 
effect. 

The international stance toward 
Islamist extremism in general and jihad- 
ist violence in particular has also played 
a role. Before 9/11 and the Bali bombings 
of 2002, Indonesia and its Islamists were 
largely ignored. Since then, heightened at- 
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tention from the international press along 
with arms and training for Detachment 
88, the highly skilled antiterrorism unit 
within the Indonesian police, have broken 
up plots before they could be executed and 
diminished the prospects of large scale re- 
ligious violence. Unfortunately, though, 
violent Islamism remains only the tip of 
the proverbial iceberg. It is the nonviolent 
yet unrelenting pursuit of the same ex- 
treme ends—through elections, adminis- 
trative fiat, and a sophisticated education 
and propaganda effort—that will ensure 
that Indonesia’s troubles with Islamism, 
like the world’s, aren’t about to disappear 
any time soon. 


THE RELUCTANT COMMUNIST: 
MY DESERTION, COURT-MARTIAL, 
AND FORTY-YEAR IMPRISONMENT IN 
NORTH KOREA 
by Charles Robert Jenkins, 
with Jim Frederick 
University of California Press, 

192 pages, $24.95 





Reviewed by MARTIN LAFLAMME 


HERE IS SOMETHING endless- 
T ly fascinating about people who 
chose to defect to a totalitarian 
regime of their own free will. One cannot 
help but wonder what complex combina- 
tion of hope and despair, ignorance and 
beliefs, fear and broken expectations, can 
push a man to leave everything behind and 
bet his whole future on a vague and often 
illusory promise of a better life. 
Some cases are relatively straightfor- 
ward. It is not too difficult to understand 
how a double agent may eventually want 
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Of his own admission, the plan to escape to North Korea 


was hopelessly naive—and even that is an understatement. 





to defect. In other cases, ideology is a clear 
and powerful driver. But who would se- 
riously consider moving to one of world’s 
most repressive dictatorships just to run 
away from one’s problems? In the early 
hours of Jan. 5, 1965, Charles Robert Jen- 
kins walked across the demilitarized zone 
(M2) and into North Korea for precisely 
that reason. 

Born to a very poor family in North 
Carolina, Mr. Jenkins’ early life held lit- 
tle promise. His father was rarely home; 
he died when his son was 11. Mr. Jenkins 
did not like studying and thus, never fin- 
ished high school. At 15, although still two 
years underage, he enrolled in the Nation- 
al Guard. He loved “the uniforms, the dis- 
cipline, the way you could see yourself 
getting better at important skills.” When 
his term came to an end, he joined the 
United States Army. He was quickly pro- 
moted to sergeant and his military career 
progressed smoothly until he returned 
to South Korea in 1964 for a second tour 
of duty. This is when things started to go 
downhill. 

A few months after arriving, Mr. Jen- 
kins was asked to lead “hunter killer 
teams.” In his memoirs, he describes them 
as “dangerous and aggressive daytime pa- 
trols [...which] often came under hostile 
fire because they were so much easier for 
the North Koreans to spot” than those con- 
ducted at night. Initially, he refused to lead 
them, ingenuously explaining “this was 
not what he had signed up for.” But Mr. 
Jenkins knew that he would not be able 
to push back forever. Pressure mounted. A 
few weeks later, he learned from a distant 
cousin that Mr. Jenkins’ unit might be one 
of the first to deploy to the budding con- 
flict in Vietnam. At this point, he started 
“to look for a way out.” 


Of his own admission, the plan he de- 
vised was hopelessly naive—and even that 
is an understatement. Mr. Jenkins thought 
he could simply cross the pMz, ask to be 
handed over to the Russians and then re- 
quest safe passage to the United States 
through a diplomatic exchange. After re- 
turning to the U.S., he knew he would be 
court-martialed and tried for desertion, 
but at least he would be home. Why he 
thought this plan would work is not en- 
tirely clear, but he seems to have genuinely 
believed there was a decent chance of suc- 
cess. For this abysmal failure of judgment, 
he would spend the next 40 years in North 
Korea. 

Mr. Jenkins was not the first American 
soldier to defect to North Korea. A few 
weeks after crossing the DMZ, he moved to 
Pyongyang where he met three other ser- 
vicemen who had done the same and had 
already become notorious amongst Ameri- 
can forces stationed in South Korea. Un- 
like Mr. Jenkins, however, all of them had 
been in trouble with the army and “could 
not understand why a sergeant who wasn’t 
already up for some sort of court-martial 
would cross the DMZ.” 

Adapting to life in North Korea was not 
easy, but for Mr. Jenkins, it was made even 
more difficult by his tense and difficult re- 
lationship with James Joseph Dresnok, 
one of the U.S. soldiers who had defected 
earlier. In his memoirs, he explains how 
Mr. Dresnok frequently beat him up, often 
at the request of North Korean officials in 
order to punish some misdemeanor of one 
kind or another. In Mr. Jenkins’ words, Mr. 
Dresnok was “a stooge” who was “only too 
happy to comply” with bullish requests. 
Mr. Dresnok still lives in North Korea and 
thus, this story is necessarily one-sided, 
but in “Crossing the Line,” a documenta- 
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ry directed and produced by Daniel Gor- 
don and released earlier this year, he tries 
to defend himself by blaming Mr. Jenkins 
for “pulling rank” with other defectors, all 
of whom were enlisted men. This justifica- 
tion, however, is unconvincing. 

How these four American soldiers 
struggled to adapt to life in North Korea 
forms by far the most interesting part of 
Mr. Jenkins’ account. All spent some time 
teaching English and, after learning Kore- 
an, they also often helped translate Voice 
of America radio broadcasts or Hollywood 
movies. Unsurprisingly, they also became 
useful propaganda tools for the regime. 
Despite their far-from-perfect thespian 
skills, all appeared in North Korean pro- 
ductions. Invariably, they played the roles 
of evil Americans. In “Nameless Heroes,” 
perhaps the most famous series in which 
they starred and one in which, we are told, 
the Dear Leader himself had a keen inter- 
est, Mr. Jenkins appeared as Dr. Kelton, a 
scheming and evil mastermind, while Mr. 
Dresnok was the brutal commander of a 
prisoner of war camp. They became huge 
local stars. 

Eventually, Mr. Jenkins and his fellow 
Americans all married foreigners who, like 
them, were trapped in North Korea. They 
established families and rebuilt their lives 
as best they could within the tight confines 
of this authoritarian society. It is unfortu- 
nate, however, that Mr. Jenkins’ memoirs, 
published in Japanese in October 2005 and 
in English this spring, add so little to our 
overall understanding of North Korea. For 
all their pathos, the arduous tales of phys- 
ical and mental deprivation, the endless 
study sessions to master the intricacies of 
juche theory, or the general challenges of 
life under one of the world’s most oppres- 
sive regimes, have all been told countless 
times. 

Perhaps more surprisingly, Mr. Jenkins 
also reveals little new about the Japanese 
abductees, citizens such as Mr. Jenkins’ 
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wife, who were kidnapped by North Ko- 
rean spies in the late 1970s and early 1980s, 
He tantalizingly says that the “[19]80s 
were probably the high point for sighting 
abductees and other noteworthy foreign- 
ers” who appeared around Pyongyang 
for “mysterious purposes,” but leaves the 
reader craving for more, Perhaps he genu- 
inely knows little, but we are left with the 
impression that his privileged position as 
one of only a handful of foreigners to have 
spent most of his life in North Korea would 
surely afford more insight. 


CHINESE FOREIGN RELATIONS: 
POWER AND POLICY 
SINCE THE COLD WAR 
by Robert G., Sutter 
Rowman & Littlefield Inc, 439 pages, 
$32.95 
OG ate 
Reviewed by JOHN FRANKENSTEIN 


OBERT G. SUTTER’S new book, a 
sober and reflective examination 
of China’s foreign policy, comes 
at an opportune time. This year will be a 
landmark year for China. The Beijing re- 
gime under Hu Jintao has just been re- 
confirmed at the 11th National People’s 
Congress. China is already coming un- 
der intense foreign scrutiny as the Beijing 
Olympics get under way—look at the out- 
cry over the Tibet riots. Changes are prom- 
ised by elections in the United States and 
Taiwan. The global economy is on edge as 
recession threatens. Central bankers con- 
sider adjusting foreign-exchange policies 
and reserves as the dollar wobbles, even 
as China reaps record trade surpluses and 
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The world, seen from Beijing, is Hobbesian, and to survive 


it helps to be a self-interested leviathan. 





continues its juggernaut economic growth. 
At these junctures, a volume that gives us a 
clear view of China’s international strate- 
gies is more than welcome. 

Mr. Sutter’s approach, honed by more 
than 30 years with the U.S. Congressio- 
nal Research Service, the U.S. National 
Intelligence Council, and the Department 
of State is detailed and evenhanded. Chi- 
na enthusiasts and China threat mongers 
alike will not find much 
support for extreme views 
in Mr. Sutter’s clear- 
eyed—one might even say 
hard-boiled—account of 
what makes Chinese for- 
eign policy tick and where 
it’s headed. 

Mr. Sutter starts with 
overview chapters dealing 
with broad issues: Chi- 
nese leadership priorities; 
patterns of decision mak- 
ing; and China’s participa- 
tion in the global economy. 
He then presents chapters 
covering China’s policies to- 
ward different countries and regions: the 
U.S.; Taiwan; Japan; Korea; Central, South 
and Southeast Asia; the Pacific; Europe; 
and Latin America. His balanced, me- 
ticulous and well-documented approach 
first reminds us of the relevant historical 
background, and then recaps the views of 
Chinese and non-Chinese academics and 
other analysts from all sides of the China 
story. He leavens this with insightful first- 
hand interviews with Asian government 
officials and policy intellectuals, and then 
presents his own views. Taken by them- 
selves, his chapters are models of argu- 
ment and presentation. 

The picture Mr. Sutter paints is of a 
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China that has a hard-edged view of its 
national interest. Regime survival is the 
top priority. Economic development and 
both international and domestic stability, 
essential to that survival, are nonnegotia- 
ble. But the “Taiwan question” and other 
challenges to China’s conception of sover- 
eignty and national integrity put China on 
the defensive, and must be approached in 
a disciplined but flexible way, otherwise 
the intense nationalism 
promoted by the Chinese 
í? Communist Party could 
somehow get out of hand 
(a view also put forward in 
Susan Shirk’s recent Chi- 
na: Fragile Superpower). 
Despite China’s historic 
shift from a preference 
for bilateral relations to its 
embrace of (and by) mul- 
tilateral organizations, 
from the United Nations 
and World Trade Orga- 
nization to Association of 
Southeast Asian Nations 
and a range of arms con- 
trol treaties and pledges, economic policy 
remains fundamentally mercantilist and, 
in the case of Africa, appears to verge on 
neocolonialism. 

Well, so what? The world, seen from 
Beijing, is Hobbesian, and to survive it 
helps to be a self-interested leviathan. 
Just the same, China’s strategies, Mr. Sut- 
ter says, include raising a benign profile 
internationally, promoting friendly coop- 
erative ties with Asian states to create a 
buffer zone of peace on the periphery, and 
what he terms “a selective but growing... 
willingness to undertake international 
responsibilities and commitments.” Chi- 
na’s neighbors see an increasingly confi- 


dent China emerging, but none want the 
U.S. presence in Asia go away. In his final 
chapter Mr. Sutter sees the continuation 
of these trends. 

Indeed, it is that U.S. presence and re- 
actions to China’s “rise” that complicates 
China’s foreign relations. Mr. Sutter sees 
that this leads to sometimes contradicto- 
ry “two-handed” policy behavior: U.S. ac- 
tions seen as thwarting Chinese ambitions 
must be countered, yet American interests 
are a variable that have to be included in 
any policy calculus. Thus China appears to 
vacillate, sometimes accommodating (or at 
least not opposing) Washington’s concerns 
on certain issues—for example, China’s po- 
sition in the U.N. on Iran’s nuclear ambi- 
tions—and sometimes challenging the U.S., 
as in China’s involvement with Burma and 
some of Washington’s least favorite inter- 
national actors. Seen in this light, China’s 
quest for multipolarity has at least as much 
to do with coping with a U.S. hegemony 
that attempts to stymie China as it does 
with establishing what some might see as 
a new world order. 

Thus Mr. Sutter sees Chinese foreign 
policy as a pragmatic, contingency-based 
hedging reliant on a kind of cost-benefit 
calculus that responds to problems of the 
moment rather than the long term. Cer- 
tainly there are times when China wants 
to have its dim sum and eat it too, such as 
when Beijing insists on being categorized 
as a developing nation as it devours world 
resources, fouls the world’s nest with mas- 
sive pollution, soaks up foreign direct in- 
vestment and spits out manufactures for 
the world’s markets. 

Because Mr. Sutter approaches his sub- 
ject from a political, top-down national in- 
terest perspective, some readers may find 
his analyses somewhat abstract. There is 
little on specific personalities in the lead- 
ership or on some of the broader aspects 
of Chinese political culture that might in- 
fluence Chinese policy making. He right- 
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ly insists on the key role U.S. power plays 
and will continue to play in shaping the 
international environment in which Chi- 
na must play, but he definitely does not 
offer up “neocon” fantasies about using 
that power. It’s fair to say that the prose 
is clear, but it’s also somewhat academic 
and without much flair. But the interna- 
tional context in which China is embed- 
ded is complex and Sutter’s patient, if 
stolid, prose clearly maps out key points 
and connections. 

At the end of the book Mr. Sutter makes 
a brief nod in the direction of internation- 
al theory, acknowledging his realist ap- 
proach, but not dismissing contributions 
from other academic paradigms. After all, 
the book will undoubtedly be on the syl- 
labi of many graduate courses in politics 
and international relations. But the nonac- 
ademic reader need not fear that the book 
is merely some kind of scholastic exercise. 
Anyone with a serious interest in China’s 
foreign relations will find the book a nec- 
essary addition to their reading list. 


THE MAKING OF MINJUNG: 
DEMOCRACY AND THE POLITICS OF 
REPRESENTATION IN SOUTH KOREA 

by Namhee Lee 
Cornell University Press, 
349 pages, $39.95 





Reviewed by KATHARINE MOON 


HE “NATION” IS an idiom, a re- 

ality in time, space, and practice 
: that needs to be constructed and 
sustained. For the many who are currently 


engaged in the practical necessity of na- 
tion-building, the task of breathing life 





œv Ms. Moon is a professor of political science at 
Wellesley College and an associate fellow of the 
Asia Society in New York City. . 
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As a project to resurrect the ‘true nation,’ 


the minjung movement was a totalizing force. 





into this idiom is a Sisyphean task. But 
what of challenging the established notion 
of nation and transforming it into some- 
thing new? Namhee Lee’s Minjung offers 
a deeply researched and reflective account 
of the multifaceted and painstaking efforts 
made by South Korean intellectuals and 
students during the authoritarian period 
of the 1970s and 1980s to build a “counter- 
public sphere.” According 
to Ms. Lee, a professor of 
Asian languages and cul- 
tures at the University of 
California, Los Angeles, 
the rise of the minjung (or 
common people) move- 
ment was critical to reha- 
bilitating modern Korean 
history from one of “fail- 
ure” to one of redemption 
and authenticity. 

Why failure? For the in- 
tellectuals, the near-four 
decades of Japanese colo- 
nial rule, three decades of 
military authoritarian rule, and the coter- 
minous hegemonic influence of the United 
States were ample evidence. Ms. Lee states: 
“Reworking history was a process of dis- 
cursive contestation between officially 
sanctioned memory and countermemory, 
between the state discourse of dominant 
nationalism and the minjung movement’s 
oppositional nationalism.” 

This “reworking” encompassed just 
about every corner of political and social 
life. As a project to resurrect the “true na- 
tion,” the minjung movement was a to- 
talizing force, aimed at the mobilization, 
transformation, and reconciliation of what 
the visionaries believed to be the distort- 
ed and inert energies of the intellectual, 
literary, artistic and laboring classes. To 
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that end, intellectual debates through 
personal conversations and more formal 
seminars, political essays and pamphlets, 
poetry and literature, together with the 
recovery of nativist spiritualism, the per- 
formance of street theatre (madang guk) 
and folk dance, in addition to public pro- 
tests, served as both form and content of 
the minjung movement. Transformation 
of society and social re- 
lations was the broader 
goal, while political trans- 
formation from authori- 
tarian capitalist rule to 
democratic egalitarianism 
was the focused target. 
The dissident intellec- 
tuals critiqued past his- 
tory and contemporary 
state-society relations, 
including their “state’s 
blockade of information 
on North Korea and its 
rhetoric of ‘we are doing 
better than the North.” 
Many increasingly became attracted to 
North Korean juche sasang (ideology of 
self-reliance) as a means to condemn the 
authoritarian state’s stranglehold over so- 
ciety. In particular, they attacked, through 
rhetoric and resistance, institutions such 
as the military, the intelligence appara- 
tus (that spied on its own people), and the 
National Security Law, which promised 
to repress, punish, torture (and at times 
execute) challengers of the state. By the 
mid-1980s, the minjung and democracy 
activists came to believe that the U.S., 
which had supported the authoritarian re- 
gimes of Park Chung Hee and Chun Doo 
Hwan, was the bigger source of their na- 
tion’s pains. In spelling out their criticisms 
of the political status quo, many activists 
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looked to juche as a liberating force from 
great power intervention, capitalist dislo- 
cations, and entrenched patterns of mili- 
tary dictatorship. 

The most compelling part of Ms. Lee’s 
work is her attention to dissent and contes- 
tation within the minjung movement. On 
the one hand, she acknowledges the semi- 
nal role that jusapa (juche advocates) played 
in “the most attention-grabbing political 
events of the late 1980s, from the spectac- 
ular showdown with police at the Kon’guk 
University in October 1986 to the megame- 
dia event of the One Million March for re- 
unification in June 1988.” But she readily 
critiques the naiveté and uncritical ideal- 
ism of the jusapa, stating that the ideology 
had “difficulty fending off numerous criti- 
cisms” raised by non-jusapa activists. 

In a nutshell, for the jusapa, their ad- 
opted ideology had become “an empty ves- 
sel into which all of their own aspirations, 
past failures, disappointments, and future 
hopes were placed.” In particular, Ms. Lee 
recounts at length the critical observations 
of Yi T’aebok, a well-known minjung and 
labor activist of the period, who aggressive- 
ly criticized jusapa leaders for their own 
brand of demagoguery and the North Ko- 
rean leadership for manipulating and un- 
dermining the democracy movement in the 
South, Ms. Lee’s narrative of how and why 
dissent and debate occurred among the 
minjung intellectuals and students coun- 
ters the often monolithic view and critique 
of left-leaning activists that many in South 
Korea and elsewhere hold even today. 

Within the actual minjung movement, 
the bifurcation of the categories “intellec- 
tual” and “labor” became the major catego- 
ry of dissent and contention despite the fact 
that the intellectuals who started the move- 
ment sought to embrace the working classes 
as the authentic foundation of the minjung. 
To that end, intellectuals and students went 
into the “field”—factory floors, farms, and 
other venues where common people lived 
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and earned their livelihood. The intention 
was twofold: to bridge the gap between in- 
tellectual and worker/farmer and to raise 
political awareness and organize workers 
and farmers around the flag of minjung. Ms. 
Lee observes that “[i]nvolvement in labor 
became the most privileged form of prax- 
is among minjung intellectuals.” Because 
“the worker was hailed as the true revo- 
lutionary subject,” hordes of the educated 
class “descended from their ivory towers 
to factories” as “disguised workers” to cir- 
cumvent severe state repression. But many 
were discovered and brutally punished for 
their “pro-Communist” activities, namely, 
labor activism. To boot, the clandestine in- 
tellectual “workers” often had to confront 
the suspicion and mistrust of the actual fac- 
tory workers. 

But Ms. Lee poignantly notes that for 
many student activists, confronting their 
parents about their political activities 
were more daunting than the dangers 
and stresses surrounding their existence 
as laborers in disguise. The student gen- 
eration of the 1970s and 1980s embodied 
the individual and familial hope of mate- 
rial success in a rapidly industrializing and 
modernizing South Korea. In that socio- 
economic context, “a son or daughter as a 
factory worker could only be a slap in the 
face” from the standpoint of most parents. 
Ms. Lee mentions that activists’ “personal 
letters and essays as well as court docu- 
ments attest to the dilemma between their 
desire to fulfill their parents’ wishes and 
their sense of activist responsibility.” 

Yet the question of authentic represen- 
tation haunted the intellectuals and even- 
tually undercut their legitimacy to create 
both the image of the worker-as-minjung 
and to speak on the behalf of the laboring 
classes. The educated classes “unwittingly 
objectified and in some cases apotheosized 
workers while subsuming workers’ individ- 
ual identities under the easily transparent 
category of ‘working class.” In the end, the 


April 2008 





participants in labor organizing fell prey to 
criticism from within and outside the move- 
ment that they failed to create meaningful 
changes in the real “workers’ thoughts, vi- 
sions, or welfare.” Ms. Lee attributes this 
fundamental failure to the intellectuals’ 
“discourse of moral privilege” and the ac- 
companying view of workers as objects and 
beneficiaries of that privilege. 

The Making of Minjung is a serious aca- 
demic study but very engaging to read. It 
blends high theory with real-life accounts 
of nitty gritty politics within the minjung 
organizations and the South Korean soci- 
ety of the time. It draws upon a variety of 
first-hand sources—newspaper accounts, 
diaries, underground pamphlets, court 
documents, and visual arts and perfor- 
mances. It also presents the very diverse 
cast of characters from the minjung era— 
from intellectuals and students to labor- 
ers, artists, religious activists, journalists, 
the politically unengaged, the state secu- 
rity and police forces, the U.S. govern- 
ment, and even the specter of the regime 
in North Korea—who continue to jostle in 
thought and deed over the future of the 
Korean nation. 


WHAT DOES CHINA THINK? 
by Mark Leonard 
Public Affairs, 176 pages, £8.99 





Reviewed by JONATHAN MIRSKY 


ARK LEONARD THINES big. His 
previous book, Why Europe Will 
Run the 21st Century, he says, 
“set out a vision—which I still believe 


in—of how Europe’s model could become 
the most influential system in the world.” 
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The question of authenticity undercut the intellectuals’ 
legitimacy to speak on behalf of the laboring classes . 





Then he went to China, and now contends 
“it is China, with its vast size, its econom- 
ic dynamism, and the political skill of its 
leaders that is the most serious contender 
for global leadership in the long term.” 

Mr. Leonard is the executive director of 
the European Council on Foreign Relations. 
Not long ago, he “spent time” as a visiting 
scholar at the Chinese Academy of Social 
Sciences, where he decided that “China is 
the big story of our age like the rise and fall 
of Rome, the Ottoman Empire, the British 
Raj, or the Soviet Union, it is the stuff from 
which grand narratives are made.” 

When he was visiting cass, Mr. Leon- 
ard told its vice president that the Euro- 
pean Council had 20 staff and published 
25 policy reports annually. His host smiled 
politely and landed “a killer blow.” cass 
alone, he remarked, oversees 50 research 
centers and 4,000 full-time staff. Mr. 
Leonard felt himself “sink into the seams 
of my vast chair.” 

Mr. Leonard also felt himself being 
“sucked in.” He had “stumbled on a hidden 
world of intellectuals, think-tankers and 
activists,” and now an “accidental sinol- 
ogist,” he interviewed more than 200 of 
them. He asserts that until recently China 
was the preserve of specialists and “fanta- 
sists” and wonders “how many of us can 
name more than a handful of contempo- 
rary writers and thinkers?” Of even those 
who do write about China, Mr. Leonard 
contends, few if any have much to say 
about China’s policy-centered intellectu- 
als. These contentions are false and I will 
deal with them later. 

Princeton Professor Perry Link, a lead- 
ing China specialist, has recently observed 





oo Mr. Mirsky is a free-lance journalist based in 
London specializing in Chinese affairs. 


that asking Chinese what they think is not 
a good way to get an honest answer. But 
readers new to China can learn much from 
What Does China Think? even if it is only 
200 elite Chinese “thinking” as long as 
they keep their wits about them and no- 
tice Mr. Leonard’s contradictions. 

Here are some of his main points: Chi- 
na is no longer the monolithic state it was 
20 years ago—few would maintain the op- 
posite—and the range of suggestions about 
how to run the country is wide. Some of his 
main interlocutors are well-off academic- 
entrepreneurs, at home on the international 
circuit and purveyors of advice to the top 
leaders. Some want a more liberal regime, 
others more state authority. All are men. 

One of the main propositions of these 
thinkers is that the American model for the 
world, democracy preceding economic re- 
form, into which many Chinese bought un- 
til recently, is out of fashion. It was based, 
Mr. Leonard correctly, but not uniquely, 
says on “reverse racism,” a kind of self-ha- 
tred from which Chinese reformers have 
suffered since the late 19th century. But 
now this yearning to be a “mini-America” 
had faded. Among the reasons, Mr. Leonard 
suggests, is China’s tremendous economic 
boom and growth in influence around the 
globe, and the Iraq war which has caused 
many Chinese, together with other foreign- 
ers, to doubt that democracy is a driving 
force in American ideology. 

Additionally, Mr. Leonard writes, 
Beijing, in its relentless search for raw ma- 
terials, finds a welcome in countries such 
as Sudan, Burma and Zimbabwe, where 
the Chinese are happy to invest heavily 
and sell arms, while following their own 
ideological guideline of not interfering in 
the sovereignty of others. 

China is therefore building internation- 
al alliances, Mr. Leonard writes (again, 
nothing new here) such as the Shanghai 
Cooperation Organization’s Central Asian 
network, made up of countries with au- 


FAR EASTERN ECONOMIC REVIEW 


thoritarian rulers who dread break-ups 
like Mikhail Gorbachev’s Soviet Union, 
and supply China with oil and gas. Iran 
is another friend. The countries linked to 
Beijing in these networks are part of what 
Mr. Leonard calls “a mechanism for China 
to develop bodies which exclude the USA.” 
As he says, “the attractions of its [China’s] 
philosophy of ‘noninterference’ to regimes 
in the Third World are clear.” 

Like many others, Mr. Leonard is alive 
to China’s disagreeable characteristics, 
which are also the target—outspokenly—of 
some of his thinkers. Pollution is a national 
disgrace, but Beijing regards it as a neces- 
sary, if unfortunate aspect, of industrial- 
ization. Dissenters can still be whisked off 
the scene. Minorities are oppressed. The 
Internet is closely monitored for neuralgic 
words like Tiananmen and Taiwan. Tai- 
wan, only two hours away, as Mr. Leonard 
notes, is unmentionable as an ex-authori- 
tarian democracy. As for Tiananmen, Mr. 
Leonard gives the impression that it is not 
understood in the West that there were 
protesting workers in the Square as well 
as intellectuals and students. On the con- 
trary, every observer in the Square saw the 
workers and noted their importance. 

As I suggest above, like many who en- 
ter what is to them a vast new field, Mr. 
Leonard is often ill-informed. The title of 
his book alone would be a gigantic claim 
even for a well-trained scholar; we could 
expect to hear that the “thinkers” includ- 
ed Chinese outside the magic circle of 200. 
His publisher tells me, however, that Mr. 
Leonard neither speaks nor reads Chinese, 
and indeed he seems to have encountered 
just one ordinary person, a frustrated el- 
derly petitioner, and none of the thousands 
of demonstrators whom he does men- 
tion—whose uprisings big and small are 
reported in the Chinese press. 

Mr. Leonard had not stumbled into a 
“hidden world.” Western scholars regularly 
visit places like cass and the Central Party 
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School seeking to understand what Chinese 
intellectuals are thinking. Their views are 
discussed in scholarly books and journals, 
find their way into upmarket textbooks 
such as June Teufel Dreyer’s China’s Polit- 
ical System, and the newspaper columns of 
China specialists such as Joseph Kahn and 
Orville Schell. Two Web sites, Chinapol 
and Pangolinpol, offer many opinions by 
China experts on the ideas that motivate 
Chinese thinkers today. 

The most striking of Mr. Leonard’s self- 
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Like many who enter what is to them a new and vast field, 
Mr. Leonard is often ill-informed. 
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contradictions concerns his insistence on 
how remote from China’s authoritarian past 
are the think-tankers and activists “think- 
ing big thoughts.” But he rather wrecks this 
assertion by saying, “the tension between 
the liberal internationalists and the neo- 
comms is a modern variant of the Mao-era 
split between bourgeois and revolutionary 
foreign policy.” Hardly. In any event, the 
big difference is that nowadays it is unlike- 
ly that maintaining the wrong big thought 
can cost you your life. 1 | 
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In concert with the relaunch of our Web site, the REVIEW now offers book reviews 
free of charge online. These reviews below ran during March and can be read in their 
entirety at www.feer.com/book-review 
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EATING INDIA: EXPLORING A NATION’S CUISINE 
by Chitrita Banerji 
Bloomsbury Press, 329 pages, $24.95 
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Reviewed by SAMANTH SUBRAMANIAN 


: WHILE THE OLD cliché that one can never judge a book by its cover holds true, it is 
occasionally possible to make some accurate judgements based on how far apart the 
book’s covers are. In the case of Chitrita Banerji’s Eating India: Exploring a Nation’s 
Cuisine, the covers are separated by 329 pages—which either indicates that the sheer 
ambition of this project will have proved foolhardy, or that the book is printed in mi- 


croscopic print. 


BEIJING TIME 


by Michael Dutton, Hsiu-ju Stacey Lo and Dong Dong Wu 
Harvard University Press, 262 pages, $26.95 
Reviewed by NICHOLAS FRISCH 


_ AS A NONEXPERT in urban theory, I can hardly presume to marshal a surefooted com- 
_ mand of postmodern and postcolonial analysis in critiquing Michael Dutton’s elaborate — 
theoretical edifice. One thing, however, is certain: Beijing Time is a terrible read. 
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1959 TIBETAN INSURGENCY 
Vol. 26, No. 15, April 9, 1959, Page 502 


IRST NEWS OF the drama came in 
press reports from New Delhi dat- 

ed March 23. These reported that 
fighting had been going on in and around 
Lhasa for three days and that there had 
been widespread demonstrations by the Ti- 
betans against the Chinese regime. It was 
later reported that hostilities had ceased in 
the vicinity of the Indian Consulate near 
the Potala Palace, the Dalai Lama’s resi- 
dence, which stands like a fortress on a high 
hill dominating the city of Lhasa. During 
the hostilities, the Chinese liberation forces 
used artillery and automatic weapons. 





Thousands of Casualties 


FIGHTING WAS RESUMED on the following 
day on a scale smaller than before, but it had 
apparently spread to other important cen- 
ters in Tibet. Some 13,000 monks were stat- 
ed to have joined the nomad tribesmen and 
casualties were said to run into thousands. 
On March 24, a Kalimpong report stated 
that the uprising had been completely 
smashed by the Chinese but that the battle 
was going on very fiercely in other parts of 
the country. A large body of troops was 
moved into Lhasa and ordered to spread out 
throughout the country to bring the situa- 
tion under control. These men were armed 
with modern weapons and machine guns 
but, it is said, they were unable to make full 
use of them due to their lack of knowledge 
of the mountainous Tibetan terrain. Com- 
munications were cut two days later but the 
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oe In April 1959 the REVIEW ran this unsigned 
supplement on the March insurgency in Tibet. 


sturdy Tibetans continued their resistance. 
The Supreme Tibetan Council, calling upon 
its countrymen to continue the battle, de- 
nounced the Sino-Tibetan occupation trea- 
ty and declared Tibet’s independence of 
Peking. A demand was also made that the 
occupation forces should immediately be 
withdrawn. Pointing out that the affair 
would, in due course, be brought to the at- 
tention of the United Nations, the secre- 
tary-general of which could hardly ignore 
such a move as he did Tibet’s appeal last 
August, the Supreme Council vowed to 
fight to the end for the independence of its 
homeland. “As long as there is a single Ti- 
betan alive, we will fight our Chinese op- 
pressors,” the Supreme Council said. “God 
will punish the Chinese Communists.” 


Monasteries Destroyed 


AT THE SAME time, Peking issued a com- 
munique dissolving the Tibetan adminis- 
tration and declaring that the Dalai Lama 
was being held under duress by the rebels, 
that the Supreme Council of Tibet had 
been dissolved, and that the Panchen 
Lama had been empowered to head the 
government pending the return of the Da- 
lai Lama. On March 29, it was reported 
that the Chinese had shelled the Sera Mon- 
astery (two miles from Lhasa), which 
housed some 3,000 monks, and the Dre- 
spung Monastery (six miles from Lhasa), 
which housed about 10,000 monks. The 
former was completely destroyed and the 
latter heavily damaged. Later, both mon- 
asteries were surrounded and 13,000 
monks were arrested and marched out. 
Large quantities of arms and ammunition, 
including hand grenades, crude bombs, 
rifles, guns and several boxes of ammuni- 
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Thousands of Tibetans were rounded up during the fighting 
and carted off, either to be executed or sent to labor camps. 


tion, as well as a considerable quantity of 
foodstuffs, were seized and confiscated 

Following this engagement, in which 
more than 5,000 lost their lives, a mili- 
tary government was established by the 
occupation forces. Lhasa was swept clean 
of the rebels by March 30 and the city re- 
turned to normal. Shops and the market 
place were reopened and social order was 
steadily restored. According to New China 
Agency claims, the local people expressed 
their pleasure at being freed from the di- 
saster of rebellion. 


Stern Chinese Warning 


THOUSANDS OF TIBETANS were rounded 
up during and after the fighting and carted 
off in trucks, either to be executed or sent 
to forced labor camps, and, according to 
press reports, hundreds were shot in the 
streets or hanged from trees after summa- 
ry trials and the corpses of those hanged 
were left as they were as a stern warning 
to other Tibetans not to emulate them. 

The Peking Government disclosed for 
the first time on April 1 that counterrevo- 
lutionaries from China Proper had taken 
part in the Tibetan rebellion. In a broad- 
cast, Peking alleged that the Tibetans had 
revolted at the instigation of imperialists 
and in collusion with special agents of the 
imperialists and the Chiang Kai-Shek re- 
gime and counter revolutionaries—who had 
fled to Tibet from neighboring provinces 
and, since May and June last year, under- 
taken armed rebellion in some areas, “car- 
rying out plunder, arson, murder, and rape 
every where.” 


T FIRST REPORTED to be under 
house arrest in his winter palace 
at Potala, the 23-year-old Dalai 
Lama apparently succeeded in escaping 





before the arrival of the Chinese libera- 
tion forces. Indian reports stated that he 
and the members of his Cabinet had been 
spirited out of Potala Palace by the rebels 
a couple of days prior to the outbreak of 
fighting, and that he was believed to be 
leading the Tibetans in their battle against 
the Chinese occupation forces at a point 
where he was out of reach of the Chinese. 

Aeroplanes, paratroopers and, it is said, 
some 50,000 troops, were sent out in a de- 
termined attempt to cut him off before he 
was able to reach the Bhutan, Nepalese or 
Indian borders, and it was thought that he 
and his mother and sisters were hiding in 
the mountains near Bhutan which abound 
in impassable valleys and caves. 

... When it became known that he was 
still alive, the People’s Government issued 
a State Council Order to the effect that the 
Dalai Lama was being held under duress 
by the rebel Tibetan Supreme Council, the 
dissolution of which was ordered, and the 
Panchen Lama was proclaimed new Chair- 
man of the Preparatory Committee for the 
Autonomous Region of Tibet. 

The Panchen Lama, regarded by many 
as a mere puppet, promptly accepted and 
promised full support to the Chinese in 
putting down the rebellion and thorough- 
ly smashing the “shameless, traitorous in- 
trigues carried out by the upper strata 
reactionary clique and the aid of the impe- 
rialists and the Chiang Kai-Shek clique.” 

On April 2, Peking learned that the “ab- 
ducted” Dalai Lama, “under duress by the 
rebellious elements,” had entered India 
with his entourage of 80 persons on March 
31. He is stated to have evaded his pursu- 
ers and to be in good health. The Indian 
Government immediately granted him po- 
litical asylum and treated him as an hon- 
ored guest. 1 | 


a Are O | 


travellers’ T A L E S 





Lassie Go Home 


IF YOU'RE LIKE TT, you experience a frisson 

of fear when going through customs with 

a few pirate DvD movies. Well, now you 

should really start to sweat like a Colombi- 
an with 50 condoms full of cocaine in your 
gut. According to a March 3 Jakarta Post 

report, the Malaysian authorities have im- 
ported two DvD sniffing dogs. Apparently 
they are trained to hone in on the scent of 
chemicals used in pvp manufacturing. As 

a countermeasure, we plan to start pack- 
ing our suitcase with perfumes to throw 
the bloodhounds off the scent. 


The Chinese Invented 
the Machine Gun, Too 


WHEN IN BEIJING we sometimes like to 
attend events with the Chinese Culture 
Club, which typically organizes outings 
celebrating nice traditional arts, such as 
calligraphy or pipa music. So we were sur- 
prised to see that the ccc has branched 
out into... guerrilla warfare.On March 16 
the China hands led a squad to a military 
base in the eastern suburbs where there 
are “war tunnels” from the 1930s. There 
they tried out a “special military mission” 
using “real size machine gun 
(electric bullets).” Feng 
Cheng, what happened to 
the classes on Taiqi and 
Buddhist symbolism? 





Scary Fuwas 


SOME CHINESE SEEM 

to be just a little too 

enthusiastic about the 
Olympics, as this posting 
shows. Lady, keep your 
clothes on. 
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Spidey to the Rescue, With a 
Squeegee 


A SHANGHAI HOTEL came up with a great 
gimmick to make its window washers 
more palatable to guests—dressing them 
in spiderman outfits. As Sina.com report- 
ed on March 20, the wet-toweled web- 
crawlers were a big hit. 





It’s Not That Hard to Imagine... 


THE EVIL GENIUSES at Samsung Economic 
Research Institute are out to control your 
mind in order to make you buy more Sam- 
sung products. OK, that might be a slight 
exaggeration. But a recent SERI newsletter 
highlighted “mind-reading technology” as 
one of “six promising technologies await- 
ing government-led development.” The 
company think tank sees the possibility to 
“understand thought, intention and emo- 
tion through analysis of brain imaging, 
brain waves and voice.” But scariest of all 
is the possible application of this technol- 
ogy, including “advertisement/marketing/ 
design.” Let’s see, a giant conglomerate al- 
lies with government to develop the ability 
to read our minds and sell us stuff. Sounds 
like a plot for a science-fiction thriller. 


Contributions to Travellers’ Tales can be emailed 
to tales@feer.com. Read more Travellers’ Tales 
online at www.feer.com/tales. 
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from the D D I T O R 





OOR INTERNATIONAL OLYMPIC Committee President Jacques 
Rogge. On April 25, he dropped all pretense that the Olympics 
are not political by hectoring the West not to hector China to 
honor its Olympic promises because “You don’t obtain anything in Chi- 
na with a loud voice.” The very same day, the Beijing regime bowed to 
international pressure to open talks with the Dalai Lama. 

Somehow the myth has taken root that unlike other nations, the 
Middle Kingdom only responds to quiet backroom diplomacy. If any- 
thing the opposite has proven to be the case—China’s leaders are real- 
ists internationally who capitalize on national pride at home as a tool 
to forestall calls for democracy. Not surprisingly the myth of Chinese 
exceptionalism is nourished by the priesthood of “old friends of China,” 
who are jealous of their prerogative as intermediaries. 

The result is that in the name of progress, many in the West have 
been successfully cowed into not articulating some unpleasant realities. 
Several of them are to be found in this month’s REVIEW. Beijing will have 
come to terms with the fact that playing an increasingly prominent role 
on the world stage means the spotlight will fall on the old taboos. 

Chief among them is questioning the legitimacy of Beijing’s claims 
to Tibet and Xinjiang. Hong Kong lawyer Paul Harris was asked by the 
territory’s Law Society to draft a piece on this topic for its magazine, 
but the article was excised at the behest of an extraordinary meeting of 
the editorial board. We print a slightly shortened version of that article 
explaining how international treaties and covenants give Tibetans a 
strong claim to self-determination. 

Another is the fact that far from moving in the right direction, Chi- 
na’s human rights have been regressing. In some ways, the political 
atmosphere was freer in the 1980s than today, as reflected in the Kafka- 
esque trial of dissident Hu Jia described by Jerome Cohen. 

A China-based media entrepreneur who must remain anonymous for 
obvious reasons explains that internally the regime has honed its en- 
forcement of shared values by a range of technical means, but the most 
effective measures are political, social and economic. Michael Ledeen 
writes that such interlocking institutions designed to promote a com- 
mon national purpose and eliminate heterodoxy are a hallmark of clas- 
sical fascism. The integration of the business elite into the ruling class of 
the Communist Party has secured stability for now. But history shows 
that such regimes seek to expand national power as far as the interna- 
tional community allows, and soft-voiced responses don’t work. 
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Joining the Fight for Web Rights 


IN HER COMPREHENSIVE article (“China’s 
Fight for Web Rights,” April 2008) on inter- 
net interference in China, Rebecca MacK- 
innon closed by saying, “the rest ofus should 
not simply sit around and wait” for servers, 
providers, etc., to do the right thing. I am 
one of the founders of Pangolin Pol, 
a listserv for people interested in 
China. We used to use Yahoo, but after 
we learned about Yahoo’s complicity with 
Beijing’s security apparatus we can- 
celled our arrangement with a letter to 
Yahoo, explaining why we thought 
their behavior was wrong. We quickly 
found another way of linking our 200 
members. Anyone can do this whether 
with Yahoo, Google or Microsoft. 


Jonathan Mirsky 
London 


Diagnosing Mongolia’s 
China Syndrome 


MR. OLA WONG wrote this article (“Mon- 
golia’s China Syndrome,” FEER.com, April 
20) from his personal impression. The ar- 
ticle is too one sided and seems written not 
to inform, but to brainwash. As a Mongo- 
lian man, I love Chinese people and I know 
there are many Mongolians with the same 
feelings. I heard about those Nazi guys and 
this is a very small group of young people— 


THE FAR EASTERN ECONOMIC REVIEW wel- 
comes letters to the editor sent via fax to (852) 
2503-1530, by email to letters@feer.com or by 
post to GPO Box 160, Hong Kong. Submissions 
must include the author’s fullname, address and 
daytime contact numbers. The REVIEW reserves 
the right to edit letters for length and clarity. 


not so significant I hope. We must find a 
balance point between nationalism and 
globalism. It is very difficult to find this 
point in such a quickly developing time. 


Moog, Mongolia 
via FEER.com 


THE ARTICLE IS correct. The anti-Chinese 
sentiment in Mongolia is becoming very 
abnormal. I am Mongolian and even I am 
disturbed by this dangerous wave of Na- 
zism in my country. Alas, the media often 
contribute to bolster hate in Mongolians. 
Just watch television vignettes or music 
videos on main channels; they stereotype 
the Chinese as villainous. Of course, cor- 
ruption and mismanagement in Mongolia 
allows foreigners to abuse the country dur- 
ing their stay. The funny thing is that China 
did the least to harm Mongolia in the 20th 
century and yet it receives the most blame, 
while the country which tyrannized Mon- 
golia for 70 years (Russia) is still the best 
“brother” and “friend.” That shows how 
stupid these Mongolian Nazis are. 


Bibo, Mongolia 
via FEER.com 


THE CORRESPONDENT EXAGGERATED 
sparse information intentionally to in- 
stigate anti-Chinese feelings, this is the 
common method which has been done by 
CNN, BBC and other Western anti-Chinese 
forces. Chinese have never done the harm 
to a country that Westerners have! Liars 
will cheat goodness and people to achieve 
their own goals. 


Simon, China 
via FEER.COM 
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Beijing 


Embraces 


Classical Fascism 


by Michael A. Ledeen 





N 2002, I speculated that 
China may be something 
we have never seen before: 
a mature fascist state. Re- 
cent events there, espe- 
cially the mass rage in response to Western 
criticism, seem to confirm that theory. 
More significantly, over the intervening 
six years China’s leaders have consolidated 
their hold on the organs of control—polit- 
ical, economic and cultural. Instead of 
gradually embracing pluralism as many 
expected, China’s corporatist elite has be- 
come even more entrenched. 

Even though they still call themselves 
communists, and the Communist Party 
rules the country, classical fascism should 
be the starting point for our efforts to un- 
derstand the People’s Republic. Imagine 
Italy 50 years after the fascist revolution. 
Mussolini would be dead and buried, the 
corporate state would be largely intact, the 
party would be firmly in control, and Italy 
would be governed by professional politi- 
cians, part of a corrupt elite, rather than 
the true believers who had marched on 
Rome. It would no longer be a system 
based on charisma, but would instead rest 





almost entirely on political repression, the 
leaders would be businesslike and cynical, 
not idealistic, and they would constantly 
invoke formulaic appeals to the grandeur 
of the “great Italian people,” “endlessly 
summoned to emulate the greatness of its 
ancestors.” 

Substitute in the “great Chinese peo- 
ple” and it all sounds familiar. We are cer- 
tainly not dealing with a Communist 
regime, either politically or economically, 
nor do Chinese leaders, even those who 
followed the radical reformer Deng Xiaop- 
ing, seem to be at all interested in treading 
the dangerous and uneven path from 
Stalinism to democracy. They know that 
Mikhail Gorbachev fell when he tried to 
control the economy while giving political 
freedom. They are attempting the oppo- 
site, keeping a firm grip on political power 
while permitting relatively free areas of 
economic enterprise. Their political meth- 


cvs Mr. Ledeen is an expert on U.S. foreign policy 
at the American Enterprise Institute for Public 
Policy Research. He served as a commissioner on 
the U.S.-China Economic and Security Review 
Commission from 2001-03. 
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ods are quite like those used by the Euro- 
pean fascists 80 years ago. 

Unlike traditional communist dicta- 
tors—Mao, for example—who extirpated 
traditional culture and replaced it with a 
sterile Marxism-Leninism, the Chinese 
now enthusiastically, even compulsively, 
embrace the glories of China’s long histo- 
ry. Their passionate reassertion of the 
greatness of past dynasties has both en- 
tranced and baffled Western observers, 
because it does not fit the model of an 
“evolving communist system.” 

Yet the fascist leaders of the 1920s and 
1930s used exactly the same device. Mus- 
solini rebuilt Rome to provide a dramatic 
visual reminder of ancient glories, and he 
used ancient history to justify the con- 
quest of Libya and Ethiopia. Hitler’s favor- 
ite architect built neoclassical buildings 
throughout the Third Reich, and his favor- 
ite operatic composer organized festivals 
to celebrate the country’s mythic past. 

Like their European predecessors, the 
Chinese claim a major role in the world be- 
cause of their history and culture, not just 
on the basis of their current power, or sci- 
entific or cultural accomplishments. China 
even toys with some of the more bizarre 
notions of the earlier fascisms, such as the 
program to make the country self-suffi- 
cient in wheat production—the same quest 
for autarky that obsessed both Hitler and 
Mussolini. 

To be sure, the world is much changed 
since the first half of the last century. It’s 


- much harder (and sometimes impossible) 


to go it alone. Passions for total indepen- 
dence from the outside world are tempered 
by the realities of today’s global economy, 
and China’s appetite for oil and other raw 
materials is properly legendary. But the 
Chinese, like the European fascists, are in- 
tensely xenophobic, and obviously worry 
that their people may turn against them if 
they learn too much about the rest of the 
world. They consequently work very hard 


m CHINA cf 


to dominate the flow of information. Just 
ask Google, forced to cooperate with the 
censors in order to work in China. 

Some scholars of contemporary China 
see the Beijing regime as very nervous, and 
perhaps even unstable, and they are en- 
couraged in this belief when they see re- 
cent events such as the eruption of popular 
sentiment against the Tibetan monks’ 
modest protests. That view is further re- 
inforced by similar outcries against most 
any criticism of Chinese performance, 
from human rights to air pollution, and 
from preparations for the Olympic Games 
to the failure of Chinese quality control in 
food production and children’s toys. The 
recent treatment of French retailer Car- 
refour at the hands of Chinese nationalists 
is a case in point. It has been publicly ex- 
coriated and shunned because France’s 
President Nicolas Sarkozy dared to con- 
sider the possibility of boycotting the 
Olympics. 

In all these cases, it is tempting to con- 
clude that the regime is worried about its 
own survival, and, in order to rally nation- 
alist passions, feels compelled to portray 
the country as a global victim. Perhaps 
they are right. The strongest evidence to 
support the theory of insecurity at the 
highest levels of Chinese society is the 
practice of the “princelings” (wealthy chil- 
dren of the ruling elites) to buy homes in 
places such as the United States, Canada 
and Australia. These are not luxury homes 
of the sort favored by wealthy business- 
man and officials from the oil-rich coun- 
tries of the Middle East. Rather they are 
typically “normal” homes of the sort a po- 
tential émigré might want to have in re- 
serve in case things went bad back home. 

Moreover, there are reasons to believe 
that eruptions of nationalist passion do in- 
deed worry the regime, and Chinese lead- 
ers have certainly tamped down such 
episodes in the past. In recent days, the re- 
gime has even reached out to the Dalai 
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Lama himself in an apparent effort to calm 
the situation, after previously enouncing 
the “Dalai clique” as a dangerous form of 
separatism and even treason. 

On the other hand, the cult of victim- 
hood was always part of fascist culture. 
Just like Germany and Italy in the inter- 
war period, China feels betrayed and hu- 
miliated, and seeks to avenge her many 
historic wounds. This is not necessarily a 
true sign of anxiety; it’s an integral part of 
the sort of hypernationalism that has al- 
ways been at the heart of all fascist move- 
ments and regimes. We cannot look into 
the souls of the Chinese tyrants, but I 
doubt that China is an intensely unstable 
system, riven by the democratic impulses 
of capitalism on the one hand, and the re- 
pressive practices of the regime on the 
other. This is a mature fascism, not a fren- 
zied mass movement, and the current re- 
gime is not composed of revolutionary 
fanatics. Today’s Chinese leaders are the 
heirs of two very different revolutions, 
Mao’s and Deng’s. The first was a failed 
communist experiment; the second is a 
fascist transformation whose future is up 
for grabs. 

If the fascist model is correct, we should 
not be at all surprised by the recent rhetoric 
or mass demonstrations. Hitler’s Germany 
and Mussolini’s Italy were every bit as sen- 
sitive to any sign of foreign criticism as the 
Chinese today, both because victimhood is 
always part of the definition of such states, 
and because it’s an essential technique of 
mass control. The violent denunciations of 
Westerners who criticize Chinese repres- 
sion may not be a sign of internal anxiety 
or weakness. They may instead be a sign 
of strength, a demonstration of the re- 
gime’s popularity. Remember that Euro- 
pean fascism did not fall as the result of 
internal crisis—it took a bloody 
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world war to bring it down. Fascism was so 
alarmingly popular neither Italians not 
Germans produced more than token resis- 
tance until the war began to be lost. It may 
well be that the mass condemnation of 
Western calls for greater political tolerance 
is in fact a sign of political success. 

Since classical fascism had such a brief 
life span, it is hard to know whether or not 
a stable, durable fascist state is possible. 
Economically, the corporate state, of which 
the current Chinese system is a textbook 
example, may prove more flexible and 
adaptable than the rigid central planning 
that doomed communism in the Soviet 
Empire and elsewhere (although the tra- 
vails of Japan, which also tried to combine 
capitalist enterprise with government 
guidance, show the kinds of problems Chi- 
na will likely face). Our brief experience 
with fascism makes it difficult to evaluate 
the possibilities of political evolution, and 
the People’s Republic is full of secrets. But 
prudent strategists would do well to as- 
sume that the regime will be around for a 
while longer—perhaps a lot longer. 

If it is a popular, fascist regime, should 
the world prepare for some difficult and 
dangerous confrontations with the Peo- 
ple’s Republic? Twentieth-century fascist 
states were very aggressive; Nazi Germa- 
ny and fascist Italy were both expansionist 
nations. Is it not likely that China will sim- 
ilarly seek to enlarge its domain? 
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It is only a matter of time before China 
will pursue confrontation with the West. 


I believe the answer is “yes, but.” Many 
Chinese leaders might like to see their 
sway extend throughout the region, and 
beyond. Ching’s military is not so subtly 
preparing the capability to defeat U.S. 
forces in Asia in order to prevent interven- 
tion in any conflict on its periphery. No se- 
rious student of China doubts the enormous 
ambitions of both the leadership and the 
masses. But, unlike Hitler and Mussolini, 
the Chinese tyrants do not urgently need 
quick geographical expansion to demon- 
strate the glory of their country and the 
truth of their vision. For the moment, at 
least, success at home and global recogni- 
tion of Chinese accomplishments seem to 
be enough. Since Chinese fascism is less 
ideological than its European predeces- 
sors, Chinese leaders are far more flexible 
than Hitler and Mussolini. 

Nonetheless, the short history of clas- 
sical fascism suggests that it is only a mat- 
ter of time before China will pursue 
confrontation with the West. That is built 
into the DNA of all such regimes. Sooner or 
later, Chinese leaders will feel compelled 
to demonstrate the superiority of their sys- 
tem, and even the most impressive per 
capita GDP will not do. Superiority means 
others have to bend their knees, and cater 
to the wishes of the domi- 

nant nation. Just as Mus- 
solinisaw the colonization 
of Africa and the invasion 
of Greece and the Balkans as nec- 
essary steps in the establishment of a new 
fascist empire, so the Chinese are likely to 
demand tribute from their neighbors— 
above all, the Chinese on the island nation 
of Taiwan, in order to add the recovery of 
lost territory to the regime’s list of accom- 
plishments. Even today, at a time when the 
regime is seeking praise, not tribute, in the 


run-up to the Olympic Games, there are 
bellicose overtones to official rhetoric. 

How, then, should the democracies 
deal with China? The first step is to dis- 
abuse ourselves of the notion that wealth 
is the surest guarantor of peace. The West 
traded with the Soviet Union, and gave 
them credits as well, but it did not prevent 
the Kremlin from expanding into the Horn 
of Africa, or sponsoring terrorist groups in 
Europe and the Middle East. A wealthy 
China will not automatically be less in- 
clined to go to war over Taiwan, or, for 
that matter, to wage or threaten war with 
Japan. 

Indeed, the opposite may be true—the 
richer and stronger China becomes, the 
more they build up their military might, 
the more likely such wars may be. It fol- 
lows that the West must prepare for war 
with China, hoping thereby to deter it. A 
great Roman once said that if you want 
peace, prepare for war. This is sound ad- 
vice with regard to a fascist Chinese state 
that wants to play a global role. 

Meanwhile, we should do what we can 
to convince the people of China that their 
long-term interests are best served by 
greater political freedom, no matter how 
annoying and chaotic that may sometimes 
be. I think we can trust the Chinese lead- 
ers on this one. Any regime as palpably 
concerned about the free flow of informa- 
tion, knows well that ideas about freedom 
might be very popular. Let’s test that hy- 
pothesis, by talking directly to “the bil- 
lion.” In today’s world, we can surely find 
ways to reach them. 

If we do not take such steps, our risk 
will surely increase, and explosions of 
rage, manipulated or spontaneous, will re- 
cur. Eventually they will take the form of 
real actions. Li 
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The Gulf Between 
Tibet and Its Exiles 


by Tsering Shakya 





WO RECENT ARTICLES COn- 
cerning the unrest in Tibet 
purport to prove that the 
violence was the result of 
foreign instigation. As are- 
sult, they have since been heavily featured 
in official Chinese news media, including 
CCTV, as well as on the Internet. This epi- 
sode tells us much about the government’s 
efforts to influence domestic and interna- 
tional perception of the conflict in Tibet, as 
well as Chinese misconceptions about the 
nature of the linkage between Tibetans at 
home and in exile. 

The first article was published on a Ca- 
nadian Web site called Global Research 
and was written by U.S.-based writer Wil- 
liam Engdahl, known for his views that 
both the Sept. 11 attacks and the theory of 
global warming are conspiracies. He cited 
publicly available information about fund- 
ing of some Tibetan exile groups by the 
U.S. National Endowment for Democracy 
in order to argue that the recent events in 
Tibet were engineered by U.S. govern- 
ment-backed organizations. The same ar- 
gument has now been repeated verbatim 
and published throughout the Chinese 





speaking world by the well-known jour- 
nalist Ching Cheong, without any addi- 
tional evidence or research. 

Both authors discern a shadowy plot by 
the U.S. government to destabilize China 
by “fanning the flames of violence in Ti- 
bet.” They both implicate a number of Ti- 
bet-related NGos that have received 
funding from the NED in this effort. Nei- 
ther article says what these plots were or 
offers any evidence of their existence, nor 
do they provide any evidence connecting 
the NGos to the unstated plots apart from 
their funding source. As anyone who is fa- 
miliar with these organizations and with 
contemporary Tibet can confirm, the ac- 
cusations are simplistic arguments based 
on “guilt by association.” 

A further problem is that the authors 
neither explain nor demonstrate any 
knowledge of what these Neos do or how 
they work. For example, the main organi- 
zation fingered by the authors is the New 
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York-based Trace Foundation, which sup- 
ports education, development and health 
projects in Tibet. It is one of many NGos 
that operate in China with the formal ap- 
proval of the Chinese government, and 
there is no record of it ever having engaged 
in any activities that could be miscon- 
strued as anti-China. China regularly con- 
ducts lengthy security assessments of such 
NGOs, and would have certainly made it 
known if there had been any evidence 
found. In fact, Trace, even more than oth- 
er NGOs operating in China, is scrupulous 
in dissociating itself from any political 
groups or activities, which is one of the 
reasons why they have been able to oper- 
ate in China for decades. 

Trace Foundation is so rigorous in this 
respect that pro-Tibetan lobbyists and 
some exiles have accused it in the past of 
being too supportive of China because of 
its refusal to engage with exile politics or 
even exile symbols, and because it explic- 
itly accepts and works within the Chinese 
system. If there was even the slightest in- 
dication of any involvement by Trace in Ti- 
betan politics or unrest, these authors 
would certainly have told us. As it is, their 
only attempt at evidence is to tell us that 
the founder of Trace is related to the finan- 
cier philanthropist George Soros, who 
openly supports democratization projects 
in various countries. 

The arguments made by Mr. Engdahl 
and repeated by Mr. Ching are just insinu- 
ations; the only linkage is that established 
in their minds. Behind their thinking, and 
that of the Chinese authorities (who claim 
that all unrest in Tibet has been instigated 
by outsiders ranging from the cIa to the Da- 
lai Lama), is a larger set of presumptions 
that exile Tibetan groups are involved in 
political activities within Tibet. 

This presupposes that there is a more or 
less free flow of information between India 
and Tibet. This, however, is true in only a 
limited way. To fully establish any kind of 
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link between either the exile groups, events 
inside Tibet or Western interests, one needs 
to have some understanding of the culture 
and social milieu in which these groups op- 
erate. Also, there has to be some under- 
standing of the nature and composition of 
Tibetans in India and abroad. 

The refugees in India have developed an 
ideology and forged a nationalistic senti- 
ment such that they have come to see them- 
selves as defenders of Tibet and the Tibetan 
people. On some occasions this has verged 
on a view where they see themselves as the 
“true” representatives of the Tibetans and 
view the Tibetans inside Tibet as merely 
passive, oppressed victims. This has often 
led to a patronizing attitude towards the Ti- 
betans in Tibet. As a result, the cultural and 
social gap between the Tibetans inside and 
those outside Tibet is huge. 

The differences in situation are some- 
what similar to those between Chinese 
from the mainland and those from, say, Tai- 
wan or Hong Kong. For example, Tibetans 
inside Tibet are comfortable with Chinese 
pop music, while Tibetans in India prefer 
Bollywood. Even when the two groups 
meet in neutral places in the West, there is 
often little interaction between them. I 
frequently have to attend two parties in 
one evening, one organized by long-term 
diaspora groups, another by those coming 
from Tibet, since they cannot even agree 
on what music to play. 

For instance, in the early 1990s when 
Dadon, Tibet’s biggest pop star at the time, 
defected from Lhasa to India, she found to 
her dismay that there was no audience for 
her music. She was virtually unknown, 
and the exiles accused her of singing Chi- 
nese-style songs. The gulf between the 
two groups of Tibetans may be merely cul- 
tural, but it is a significant barrier to sub- 
stantive political exchange. 

It is no secret that the Tibetan organi- 
zations in India and elsewhere have re- 
ceived funding from NED and other 
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Western sources; Mr. Engdahl’s informa- 
tion is simply lifted from NED’s Web site. 
This is hardly smoking-gun evidence. Nei- 
ther does it show that any funding sent to 
exiles in India was used inside Tibet. The 
exile organizations that have received 
funding from the West operate only in In- 
dia; their ability to project inside is zero. 

The conspiracy theorists assume a free 
flow and exchange of ideas and people be- 
tween the Tibetans in India and Tibet, but 
there is no such traffic. It is virtually im- 
possible for the Tibetans in India to travel 
to Tibet because the Chinese government 
insists on those wishing to travel to their 
homeland to obtain Chinese travel docu- 
ments. Even those of us who have foreign 
passports find it difficult to obtain a visa 
for China, particularly if wishing to travel 
to the central Tibetan areas, now the Tibet 
Autonomous Region. 

The Tibetan Youth Congress, which 
has been labeled by the Chinese as a ter- 
rorist organization, is the largest social 
and political organization for Tibetans in 
India. The membership is almost entirely 
made up of Tibetans born in India, and 
their political strategies are influenced by 
Indian political culture. This is not in itself 
a bad thing—whatever one may think of 
the Indian system, it has a long tradition 
of protest and the people march for the 
slightest infringement of liberty. The Tyc 
sees protest as the bread and butter of pol- 
itics. Since they cannot protest in Tibet, 
they march on the streets of Delhi, New 
York and Paris. This is as far as they can 
go—the leaders of the Tyc deliver bravura 
speeches and make polemical claims, but 
there is no way they can project their 
words into action inside Tibet. 

The only group that could be said to 
have some degree of contact inside Tibet 
is Guchusum. The name of the group is 
made up of the Tibetan words for the dates 
of major demonstrations that took place in 
Lhasa in the late 1980s, and it was founded 
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by people who had participated and then 
been imprisoned for their role in those 
events. Since they are relative newcomers 
from Tibet, they still have families and so- 
cial networks inside Tibet. However, the 
group is small and functions mostly as a 
welfare and support network for ex-polit- 
ical prisoners and those newly fled from 
Tibet. Apart from this, there are few orga- 
nizations with any internal links. 

This is not to say that those inside Tibet 
are unaware of exile or foreign views and 
activities. One initiative taken by the U.S. 
that has had a major impact in Tibet and 
amongst the Tibetans was the decision to 
establish Tibetan language broadcasting 
services within Voice of America in 1991 
and within Radio Free Asia in 1996. Here 
again, itis not a question of clandestine ac- 
tivities or of the secret coordination of un- 
rest; these services simply provide a source 
of news and ideas in a society where people 
are starved of alternative sources. 

But apart from radio broadcasts, if one 
wants to look for connections between 
outside groups and events inside Tibet, 
one should not look at Western style NGOs, 
whether Tibetan or not. There are link- 
ages, but not where outsiders expect. This 
is a problem produced by ethnocentrism: 
Politics is seen as occurring only in orga- 
nizations that resemble one’s own. Tibet- 
an political articulation is mainly situated 
in the traditional cultural space of monas- 
teries and religion. This is not to suggest 
some kind of religious fundamentalism or 
Taliban-style movement; what is tradi- 
tional about it is not its content but the 
channels through which it flows. 

The most significant among the factors 
that ignited the recent riots and demon- 
strations in Tibet is the blunder the Chi- 
nese P.R.C. made in 1995 regarding the 
selection of the 10th Panchen Lama. The 
Party, disregarding popular Tibetan wish- 
es and conventions, imposed and orches- 
trated its own selection. It thus found itself 
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in opposition with the majority of the Ti- 
betans and followers of Tibetan Buddhism 
in China. The Party also managed to turn 
all the monasteries against it, even those 
which had previously supported the gov- 
ernment. Tashilhunpo, the traditional seat 
of the Panchen Lamas in Shigatse, Tibet’s 
second town, refused to accept the boy as 
a permanent resident, and not a single 
lama or monastery is known to have agreed 
to take the boy into their monastery. The 
poor boy is left homeless, stuck in a palace 
in Beijing! 

Whatever the feelings and arguments 
may have been about human rights and in- 
dependence, there was a near universal 
agreement among the Tibetan population 
on the issue of the Panchen Lama: The 
Party was wrong. The Party’s response 
was to declare a patriotic education and 
anti-Dalai Lama campaign in the monas- 
teries. This required monasteries and 
monks to denounce the Dalai Lama and 
created an entrenched no-win situation 
for the Party. Here was a point no monk or 
lama—a lama is a senior teacher or spiri- 
tual figure—was going to compromise on. 

By the late 1990s the monasteries found 
themselves in crisis—on one hand, the 
Party had begun to intrude into monastic 
space and on the other hand, many senior 
lamas had begin to pass away because of 
old age. The most senior lamas such as the 
Karmapa and Argya Rinpoche from Kum- 
bum (Ta’er) Monastery fled abroad, and 
the absence of senior lamas left a leader- 
ship vacuum in Tibet. In the past, these 
senior lamas often acted as the moderate 
voice and as a calming influence on the 
monks and community, being used often 
by the Party as mediators. 

The Party’s initial reaction to the flight 
of senior lamas was embarrassment. But 
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The Party’s 1995 blunder over the Panchen Lama’s 
selection is the biggest factor behind the riots. 


in the long term it saw their departures as 
a good thing, an opportunity to destroy 
traditional authority inside the country. It 
will be easier to control Tibet, officials rea- 
soned, once these lamas are outside—as in 
the case of Chinese dissidents exiled in 
New York or Paris, once they leave their 
significance will be diminished and they 
cannot cause much trouble in the home- 
land. What the Party did not realize is that 
lamas are very different from dissident in- 
tellectuals. No matter where a lama re- 
sides, his monastery and the faithful 
continue to listen to him and look to him 
as their leader. 

Moreover, the Tibetan people in Tibet 
are scathing about Tibetan Communist 
Party officials. The people do not view the 
present Tibetan cadres as leaders, particu- 
larly in the TAR. They cannot offer a calm- 
ing influence or serve as mediators 
between the people and the government. 
At best, they are seen as opportunists and 
at worst as collaborators. Even Party offi- 
cials see themselves as inhabiting a very 
uncomfortable space. A Tibetan official 
once told me a story about a group of Ti- 
betan Party officials who watched a dra- 
matic film about Kuomintang collaborators 
with the Japanese during World War II. 
There was a very uncomfortable feeling in 
the room, apparently because they saw 
themselves being portrayed in the movie. 

The flight of lamas to exile had unex- 
pected consequences. The pro-indepen- 
dence demonstrations within Tibet in the 
1980s and early 1990s did not spread much 
beyond Lhasa because most lamas were 
ambivalent and used their influence to 
calm their followers. This year, almost all 
areas where protests occurred were in 
places where the senior lamas had left Ti- 
bet and gone to live in India. 
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It is the recent arrival of senior lamas 
from Tibet that has created some lines of 
linkage between those inside Tibet and 
those in India. By early 2000, more and 
more people from Tibetan areas in Qinghai 
and Sichuan began to travel to India. If you 
look at the number of Tibetans coming to 
India and where they come from, you see 
that in the 1980s and 1990s they were most- 
ly from the TAR, while in the last decade al- 
most all those arriving in India are from 
Eastern Tibet, where most of the latest pro- 
tests have taken place. This is partly ex- 
plained by differences in policies and 
restrictive measures between the TAR and 
the eastern provinces, but this is only a par- 
tial explanation. 

Most came because their local lamas 
were in India and they needed to go there 
to obtain religious education and initiation. 
Tibetan Buddhism is complex, so that the 
practice of religion and the transmission of 
religious knowledge is not a simple matter 
of delving into a book. The transmission of 
knowledge is embedded in the notion of un- 
broken transmission of teaching from the 
first disciple who heard the words from 
Buddha through present teachers, and if 
such linkage cannot be shown the teaching 
has no legitimacy. 

The lamas who left Tibet have estab- 
lished monasteries in India and, wherever 
they are, that place is seen as the legiti- 
mate seat of the lama. Therefore, all the 
monasteries in Tibet look to the outside for 
leadership and as the source of religious 
teaching. The flow of people between his- 
toric monasteries in Tibet and newly es- 
tablished ones in India has been constant 
since the 1980s. There is daily communica- 
tion via phone and it is not uncommon for 
monks to spend a few years in India and 
then return to Tibet. Similarly, monks 
from Tibet have to come to India for their 
education, because there are only a tiny 
number of lamas in Tibet who can trans- 
mit knowledge and provide ordination. 
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It is here in this traditional setting that 
you will find the connections between the 
Tibetans in India and the Tibetan people 
inside China. There is a much stronger af- 
finity within the monastic community be- 
tween those in India and Tibet; the two 
groups have much more in common and 
feel at home wherever they go. Whereas 
secular youth argue and dislike each other 
for their differing tastes in politics, music 
and everything else, there is no such di- 
vide in the monastic community. 

This interchange of people and ideas is 
cultural rather than political. In any case, 
the mother monasteries and lamas in In- 
dia cannot impel the monks in Tibet to 
stage demonstrations, even if they wished 
to—such decisions can be made only at 
ground level. The monks in Tibet may look 
to lamas in India as their leaders, but they 
are no fools and know fully the situation 
on ground, and take their own decision on 
such matters. 

The monasteries do not receive a single 
cent of funding from NED or other Western 
government agencies. In fact, the most sig- 
nificant and generous supporters of Tibet- 
an Buddhism in recent years are members 
of the Chinese communities in Hong Kong, 
Taiwan, Malaysia and Singapore. The Chi- 
nese donors do not ask for budgets and ac- 
counts; they simply hand over thousands 
of dollars, in the usual manner of devotees. 
The supposed lines of transnational polit- 
ical and economic influence within Tibet 
do not point to exiles, or even to Western- 
ers, let alone to development NGos; they 
point to Chinese devotees. 

If conspiracy theorists want to follow 
the money and look for a plot, they would 
have to see it as a Kuomintang conspiracy 
rather than a Western one. They would 
however learn much more if they studied 
the history of policy and its failures in Ti- 
bet or talked with actual Tibetans in Tibet 
instead of painting lurid fantasies of for- 
eign power projection. i} 
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Tibet’s Legal Right 


To Autonomy 


by Paul Harris 





HE CHINESE GOVERNMENT 
claims Tibet as an “in- 
alienable” part of its terri- 
tory, and anyone who 
questions this is subject to 
vitriolic attacks by the official Chinese me- 
dia. If they are themselves Chinese and 
live in China, they are “splittists” and lia- 
ble to be imprisoned. Those from outside 
China are “anti-China” and “interfering in 
China’s internal affairs.” 

However, to the Tibetans and most peo- 
ple in the world outside China who are fa- 
miliar with Tibet’s situation, this is an 
international problem crying out for a me- 
diated solution. Therefore one must start 
with how international law might support 
Tibetans’ rights to self-determination. 

Nobody disputes that the Tibetans are 
a distinct people with their own language 
and culture, who form a large majority of 
the population of Tibet. Moreover, Tibet is 
controlled by the Chinese government by 
means of military occupation for the ben- 
efit of the Chinese state. Tibet is a country 
“under foreign military occupation, and its 
people are subject to alien subjugation, 
domination and exploitation” within the 
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meaning of the United Nations Resolutions 
on Colonial Peoples and on Friendly Rela- 
tions. The severity of the repression the Ti- 
betans have undergone, combined with the 
threadbare nature of China’s territorial 
claim to Tibet, mean that if the universal 
right of peoples to self-determination has 
any meaning, it must extend to Tibet. 


Self-determination 


BY THE TIME the U.N. was set up after 
World War II, it was generally recognized 
that peoples had the right of self-determi- 
nation. Article 1.2 of the United Nations 
Charter states that the purposes of the 
United Nations include the development of 
friendly relations among nations based on 
respect for the principle of self-determina- 
tion of peoples. It can therefore be said that 
all states which have become members of 
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then rejected as too sensitive after an extraordi- 
nary meeting of the society’s editorial board. 
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the U.N. by ratifying the United Nations 
Charter—including China—have accepted 
the principle of respect for the self-deter- 
mination of peoples. 

The United Nations Charter was fol- 
lowed by the Universal Declaration of Hu- 
man Rights. The rights in the Universal 
Declaration were elaborated in two more 
detailed international covenants which, 
unlike the Declaration itself, are treaties in- 
tended to have legal force. Article 1 of the 
International Covenant on Civil and Politi- 
cal Rights states: “All peoples have the right 
to self determination. By virtue of that right 
they may freely determine their political 
status.” The 1ccpr has been ratified by 161 
of 192 United Nations member countries. 
Five other countries, including China, have 
signed but not ratified. A nation which is a 
signatory of a international treaty, such as 
the ICCPR, is obliged under international 
law to “refrain from acts which would de- 
feat the purpose and object of the treaty.” 
China is therefore bound, both by its adher- 
ence to United Nations Charter and by its 
signature of the ICCPR, to respect the prin- 
ciple of self-determination of peoples. 

However, there was no consensus about 
what the right to self-determination meant 
when it was included in the 1ccer. Western 
countries were generally reluctant to in- 
clude it, but felt obliged to do so in response 
to the aspirations of recently independent 
countries to end European colonialism in 
those places where it still existed. 

Since the 1ccpr came into effect in 1976 
there has been widespread concern that if 
the right to self determination in Article 1 
is applied literally, it would lead to the 
break-up of many existing states. This 
applies particularly to Africa, whose 
national boundaries are mostly colonial- 
era constructs, but also to numerous 
other states with ethnic minority popu- 
lations who form a majority in particular 
regions. A consensus emerged that the 
right to self-determination for the purpos- 


es of ICCPR Article 1 applies only to entire 
populations living in independent states, 
entire populations of territories yet to re- 
ceive independence and territories under 
foreign military occupation. 

This is a restrictive definition which 
excludes numerous groups who would in 
ordinary language be regarded as “peo- 
ples.” It gives no encouragement to some 
peoples with a long history of struggle for 
independence, such as the Kurds. 

China’s present control over Tibet dates 
from 1950 when the People’s Liberation 
Army invaded Tibet and defeated the Ti- 
betan Army at Chamdo. China claims that 
Tibet was already part of China when it in- 
vaded, based on a claim to sovereignty over 
Tibet by the Qing imperial dynasty dating 
from the 18th century. More recently China 
has claimed that its rule over Tibet can be 
traced to the rule of Tibet by the Mongols— 
known in China as the Yuan dynasty. 

There are at least three major histori- 
cal difficulties with China’s claim. Firstly, 
it is doubtful whether the relationship be- 
tween the Qing and the Yuan on the one 
hand, and Tibetans on the other, was re- 
ally one of sovereign and subjects. The 
Kangxi Emperor occupied Tibet in 1720. 
After his death in 1722 this occupation 
continued under his successor the Yong- 
zheng Emperor until 1728, and there were 
further Chinese invasions in 1750 and 
1792. However, after the end of the occu- 
pation in 1728, and after each of the later 
invasions, the Chinese armies withdrew 
and Tibet had virtually complete indepen- 
dence in practice. 

Secondly, neither dynasty made Tibet 
a part of metropolitan China. If it was a 
political relationship at all, it was one of 
dependency—what today we call a colonial 
relationship. It is therefore a basis for con- 
cluding that Tibet is a colony and so 
entitled to self-determination. 

Thirdly, and most importantly, there 
was no relationship—either similar to that 
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between Tibet and the Qing dynasty, or 
similar to the modern concept of sover- 
eignty—between Tibet and the Chinese 
Republic, which succeeded the Qing dy- 
nasty in 1911. In 1912 the 13th Dalai Lama 
made a formal declaration of Tibetan in- 
dependence. Although the Chinese Repub- 
lic responded by laying claim to Tibet, it 
never exercised any control over it, save 
for certain far eastern regions where there 
had always been an ill-defined borderland. 
Tibet was entirely independent of foreign 
control between 1911 and 1950. 

Even if China’s historical claim was 
much stronger than it is, this would not 
provide a justification for invasion of an in- 
dependent country. Most countries were at 
one time under alien rule. In 1911 Ireland 
was under British rule, as it had been for 
centuries, Finland was ruled by Russia and 
Korea was ruled by Japan. The setting up 
of the United Nations was expressly intend- 
ed to prevent the kind of aggressive wars, 
based on spurious or doubtful claims to his- 
torical rule or cultural identity, pursued by 
both Nazi Germany and Imperial Japan. 

China has frequently attempted to jus- 
tify its invasion on the basis that Tibetan 
society was feudal and backward, and that 
China therefore brought liberation to the 
Tibetan peasantry from feudal domination. 
Scholars agree that the pre-1950 Tibetan 
regime was backward. One aspect of its 
backwardness was its failure to appoint 
ambassadors to other countries or to apply 
to join the United Nations until invasion by 
China was imminent. However this failure 
was not due to lack of independence but due 
to the absence of a clear sense of the need 
for.a modern state to maintain relations 
with other states. 

At the risk of stating the obvious, the 
fact that a country is backward cannot jus- 
tify invading it. Backwardness was often 
advanced as a justification for 19th century 
colonialism, what Rudyard Kipling called 
“The White Man’s burden” when he en- 
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couraged the United States to colonize the 
Philippines. The fact that China relies on 
the “backwardness” argument to support 
its occupation of Tibet is a further indica- 
tion of a classic colonial occupation. 

One month after China invaded Tibet 
on Oct. 7, 1950, the Tibetan government ap- 
pealed for help to the U.N. No assistance 
was forthcoming, and Tibetan forces were 
easily overwhelmed by the Chinese, with 
the bulk of the Tibetan Army surrendering 
at Chamdo. 

After the surrender the Chinese Gov- 
ernment embarked on what would now be 
called a “charm offensive” in Tibet. Tibet- 
ans were given money by People’s Libera- 
tion Army representatives, and encouraged 
to accept Chinese occupation on the un- 
derstanding that their traditional way of 
life would be unchanged and that Tibet 
would enjoy a high degree of autonomy. 

In 1951, China and representatives of 
the Dalai Lama signed the “17 point agree- 
ment for the Peaceful Liberation of Tibet.” 
It provides that “the Tibetan people have 
the right of exercising national regional 
autonomy under the unified leadership of 
the Central People’s Government” (Article 
3); that “the Central People’s Government 
will not alter the existing political system 
in Tibet” (Article 4), and “will not alter the 
established status, functions and powers 
of the Dalai Lama” (Article 4). 

These autonomy provisions were never 
observed. The Chinese Communist Party 
rules Tibet, as it rules China, through a 
centralized party organization, whereby 
each organ of government is shadowed by 
an organ of the party. These party organs 
are accountable only to the Chinese Com- 
munist Party headquarters in Beijing. In 
Tibet the new Chinese authorities insisted 
on taking all important decisions and in- 
terfered on an increasing scale with the 
daily life of Tibetans. In response to the 
harshness of Chinese rule, the Tibetans 
rose in revolt in 1958. The revolt was eas- 
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ily crushed by China, and in 1959 the 14th 
Dalai Lama and some 80,000 other Tibet- 
ans fled into exile in India. 

The severity of Chinese repression in 
Tibet since that date is well-documented. 
There is severe repression of Tibetan Bud- 
dhism, which in 1997 was labeled as a “for- 
eign culture.” Virtually all classes in 
secondary and higher education are taught 
in Chinese, not Tibetan, resulting in a high 
drop-out rate among Tibetans. Urban de- 
velopment has generally benefited Chinese 
immigrants, large numbers of whom have 
moved to Tibet and now comprise about 
12% of the population. 

Tibetans are routinely detained for long 
periods without charge or sentenced to 
long prison sentences for peacefully advo- 
cating independence or maintaining links 
with the Dalai Lama. Torture and ill-treat- 
ment in detention is widespread. Freedom 
of expression is severely restricted. Peace- 
ful political demonstrations are invariably 
broken up and their participants arrested. 
Tibetan culture is treated as inferior to Chi- 
nese culture, and most key posts in the gov- 
ernment and the economy are held by 
Chinese. Those few Tibetans who are able 
to enter Chinese government service do so 
at the cost of alienation from their own peo- 
ple and culture. Tibet’s environment and 
natural resources are ruthlessly exploited 
in the interests of China. Overall the situa- 
tion bears marked similarities in all these 
respects to the situation of Algeria under 
the French or of Uzbekistan and Kyrgyz- 
stan under Soviet Russian rule. 

Tibet’s status has been given renewed 
topicality by the recent independence of 
Kosovo. The recognition of Kosovo would 
seem to extend the right of self-determina- 
tion beyond the traditional colonial or for- 
eign occupation situation. Kosovo was 
never a colony, and the Serbian Army had 
withdrawn long before the independence 
issue was determined. The only coherent 
legal basis for recognizing the exercise of 
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self-determination by the Kosovo people in 
the form of an independent state is that, pri- 
or to that independence and while under 
Serbian rule, the Kosovar Albanians were 
subject to “alien subjugation, domination 
and exploitation.” 

If Kosovo has a right to self-determina- 
tion, the right of Tibet is infinitely stron- 
ger. The catalogue of gross oppression, the 
second class citizen status of Tibetans un- 
der Chinese rule, and the identity of Tibet 
as a country are all much clearer than in 
Kosovo's case. 


Autonomy and independence 


SELF-DETERMINATION NEED NOT mean 
independence. In many situations, auton- 
omy within a larger nation state offers the 
best of both worlds, combining the bene- 
fits of being part of a large state in terms 
of defense, foreign relations and economic 
opportunity, with preservation of local 
laws, customs and culture from outside in- 
terference. Hong Kong is a good example. 

The Dalai Lama has repeatedly said 
that he favors autonomy for Tibet within 
China, provided that it is meaningful au- 
tonomy. Such is his authority with the Ti- 
betan people that they would probably 
support autonomy in any referendum in 
which he expressed support for it. How- 
ever unless there is a change in Chinese 
government thinking, real autonomy does 
not appear to be on offer. This is shown by 
the continuing aggressive denunciation 
and misrepresentation of the Dalai Lama 
by Chinese official spokespersons. 

Unless real autonomy is offered, self-de- 
termination in Tibet is bound to mean in- 
dependence. China may hold down the 
Tibetans by force for a long time, but, as the 
example of Ukraine and Russia shows, even 
hundreds of years of repression is unlikely 
to extinguish the longing for self-determi- 
nation among what are, incontrovertibly, a 
people. i i 
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China’s Holistic 
Censorship Regime 


by X 
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FTER THE VIOLENCE in Ti- 
bet began on March 14, it 
became very difficult with- 
in China to obtain outsi- 
de information, even as 
there was a flood of uninformative content 
reiterating distilled talking points from the 
government. The Chinese Communist Par- 
ty reframed public perception of the riots, 
suppressing any discussion of ethnic con- 
flict and instead drawing a connection be- 
tween the violence in Tibet and China’s 
history of oppression by foreign powers. 
This framework conveniently distracts 
from any governance failures and depicts 
the Party in its favored role, standing in sol- 
idarity with the people against a hostile for- 
eign world. This narrative is potent, as the 
CCP came to power through its heroic fight 
against the Japanese. 

The events in Tibet have brought into 
high relief the form of public theater that 
can only loosely be termed censorship, for 
China is the one major country in the 
world for which censorship is not merely, 
or even principally, a matter of suppress- 
ing undesired messages. Instead, Beijing 
has created a fact-value fusion: There are 





no facts that exist independently of their 
significance in the social contract. 

Thus, residence in China is not unlike 
working at a strongly cultured company, 
e.g., a Disney or Starbucks. Residents agree 
to support the “brand values” defined for 
China by the ccr. They are rewarded for 
doing so, penalized for abstaining from the 
general effort and punished severely for ac- 
tively taking a contrary stance. 

In demanding this sort of fealty from its 
residents, China insists that both individu- 
als and organizations conflate their social, 
economic and political roles, creating sig- 
nificant inefficiencies and distortions for 
businesses. Meanwhile, the mingling of 
positive official messages, suppression of 
alternative narratives and amplification of 
approved reactions make it almost impos- 
sible to understand what the average Chi- 
nese person might “really” think. 

A key principle that makes the whole 
system work is uncertainty about what is or 
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is not aligned with the “feelings” of the 
people. Citizens know that local security 
and Party officials exercise broad latitude 
in enforcing the center’s line. And they un- 
derstand that pressures to maintain the 
correct line from the center and specific in- 
terests of local officials creates a broad zone 
of potential risk to steer clear of. 

The authorities’ legal tools are surveil- 
lance, arrest and imprisonment. But often 
the “legal” apparatus is deployed as a form 
of intimidation rather than law enforce- 
ment. This is because indiscretions against 
the ruling ideology are offenses against 
the ccr, not the civil authorities; civil law 
applies only imperfectly. So offenses 
against the “feelings of the Chinese peo- 
ple” are met with house arrest, incognito 
detention, assault by unidentified authori- 
ties and physical intimidation. 

Administratively, the government uses 
processes like approval of business licens- 
es to keep information channels within 
trusted hands. Traditionally, all business- 
es that involve a channel of communi- 
cation with individuals—media, 
telecommunications, posts, retailing and 
distribution, transportation—have been 
required by law to be owned by the gov- 
ernment or else by domestic Chinese com- 
panies, which are viewed as more 
accessible to government control. 

Technically, the means of control differ 
depending on the medium. In print, the 
government controls the bar codes that 
printers must have in order to print legal- 
ly, and nothing may go to press without the 
bar code. Nor may any book or periodical 
be distributed without the cn or ISBN code 
owned by a government agency. Television 
and live performances must be approved 
by propaganda authorities before airing, 
and there must be a mechanism available 
for ceasing performances midstream. 

The Internet has posed a particular 
challenge to Chinese authorities, because it 
grew up outside the bureaucratic system 
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created to manage traditional media out- 
Jets, periodicals and free-to-air television. 
Regulation of the Internet, which was orig- 
inally viewed as a form of telecommunica- 
tions service, came under the purview of 
telecom authorities at the Ministry of Posts 
and Telecommunications. Before the Chi- 
nese Internet had developed, MPT merged 
with the ministry that managed informa- 
tion technologies and electronics. Partly as 
a result of this bureaucratic link, the Inter- 
net censorship system has shown a bias to- 
ward technical means of control. 

Those technical means fall into three 
broad categories: blocking and redirects, 
filtering, and covert attacks on specific 
sites, groups, or individuals. These forms of 
interference are propagated across a four- 
tier structure. On the top, Tier 1, are the 
telecommunication operators that control 
the main interconnection points between 
China’s backbone networks and the gate- 
ways to the international communications 
system. At Tier 2 are somewhere between 
15 to 20 large data centers operated by tele- 
com operators. Tier 3 include the licensed 
service providers, of which there are hun- 
dreds, and Tier 4 is all the local office and 
housing networks and Internet cafes, num- 
bering in the hundreds of thousands. De- 
pending on the level at which they occur, 
blocks and redirects are determined by in- 
ter-agency committee and implemented at 
the direction of the Ministry of Informa- 
tion Industries by data centers operated by 
the (state-owned) telcos. 

Like everything in China, decisions 
about censorship are made at different lev- 
els for different portions of the Internet. 
Generally speaking, the authorities prefer 
to push controls down as far as possible 
toward the end user, because this creates 
the least disruption to the whole system. 
They would be very unlikely, for example, 
to close off an international gateway just 
because the BBC Web site had an article 
about the Taiwanese independence move- 
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ment; instead, they would be more likely 
to block the address of the particular ar- 
ticle or block the whole sac Web site. 

What tends to create Internet delays in 
China, however, is not so much the techni- 
cal demands of blocking, filtering, and at- 
tacks but instead the fact that information 
control commands a higher priority than 
commercial efficiency. Network adminis- 
trators may create all sorts of problems in 
the transmission of normal communica- 
tions just through incompetence. Addi- 
tionally, the extravagant amount of human 
intervention required to implement all the 
rules boosts costs for China’s Internet. 
This partly explains why telecommunica- 
tions costs roughly 10 times the amount 
it does in the United States and Europe. 

The final, most potent, and most fasci- 
nating layer of the propaganda system is the 
political one. This operates something like 
a fraternity, a group of childhood friends, 
or an extended family, for which there are 
no rules but only shared normative values. 
Thus, the suggestion that Tibet, Taiwan, 
Xinjiang or another ethnically differenti- 
ated region might be better served by more 
autonomy from China proper is the cardi- 
nal, excommunicable sin. Discussion of 
government leaders’ personal lives is next 
on the hierarchy of heinous crimes. 

Companies of any size are recruited 
into the enterprise of promoting these 
points of view via the withholding of key 
licenses, withholding of permission to list 
on public markets or become eligible for 
loans, or sometimes via proactive persecu- 
tion in terms of directed legislation, gov- 
ernment-sponsored lawsuits, spurious 
trade actions, sponsored boycotts and oth- 
er measures. Growth opportunities are 
given to companies in accordance with 
their willingness to cooperate. 

Some of the simplest examples come 
from the media. When Rupert Murdoch 
wanted landing rights in Guangdong Prov- 
ince for his Xingkong Satellite rv, he was 
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required to provide U.S. cable system car- 
riage for Chinese video. Foreign maga- 
zines seeking publishing partners in China 
have been informed that they must pro- 
vide coverage of China—sometimes posi- 
tive coverage, sometimes simply space. 

The inducements may not be so explic- 
itly requested. The “hard” requirements for 
a company to go into business come along 
with a suite of “soft” inducements added 
over time—government grants and awards 
for cooperative companies, a coveted li- 
cense, or perhaps a whirl at Party School for 
company executives. There need be only a 
few examples, meanwhile, of what happens 
to those who do not comply voluntarily and 
proactively. Powerful corporations are 
humbled—just ask Rupert Murdoch. 

Ultimately, to succeed in China, busi- 
nesses must assume the goals of the Com- 
munist Party as their own. One of the first 
steps into the market for a major multina- 
tional is to hire a government-relations di- 
rector who will interpret China’s policies 
and articulate the company’s fealty to those 
policies as its “commitment to China.” 

In fact, conflating the interests of the 
Chinese Communist Party with the inter- 
ests of businesses operating in China is 
what makes China Inc. work. For the last 
30 years, China has been building a social 
system that establishes an identity be- 
tween business and broader political or so- 
cial interests. 

Does this work well in promoting the 
kind of stability so cherished by the Party 
leadership? It may be that, in China’s di- 
verse social system, forcing companies to 
act like cabinet ministers—and cabinet 
ministers to act like company executives— 
is a necessary cost of social harmony. Or, it 
may only be a necessary cost of prolonging 
the political life of the Chinese Communist 
Party. As we know from our political cate- 
chism, continuing one-party rule and main- 
taining social stability are really exactly the 
same thing. 1 | 
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To Tell Listen: 
Salman Rushdie 


by Salil Tripathi 





VER THE PAST quarter- 
century, the Indian-born 
novelist Salman Rushdie 
has created a scintillating 
universe where the past 
blends with the present, where narrators 
are suspect and where it is difficult to tell 
history apart from myth. Angels and devils 
become confused ideas, and cultures col- 
lide, as individuals travel across continents, 
making the pristine impure and the hybrid 
feel genuine. With The Enchantress of Flor- 
ence, his 11th work of fiction, this enchanter 
from Bombay (he won’t refer to the city of 
his birth by its parochial name, Mumbai) is 
in full form, once again dealing with hoary 
history as fable, without revealing where 
facts end and imagination begins. 

“This is not magical realism,” Mr. Rush- 
die tells me with characteristic intensity 
and charm in a wide-ranging conversation 
at his publisher’s office in London. Enchant- 
ress is set in Fatehpur Sikri, the capital of 
the 16th century Mughal emperor Akbar in 
India, and Florence, where the Medicis 
ruled from the 13th to the 17th century. In 
Italy, it was the period of renaissance, with 
Michelangelo painting the Sistine Chapel 
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and Niccolo Machiavelli advising rulers on 
statecraft. In Akbar’s court, Tansen took 
classical singing to new heights and the 
wise vizier Birbal guided the administra- 
tion of the rapidly expanding empire. 

Akbar was the greatest Mughal, but the 
empire was established in 1526 by his 
grandfather, Babur, who descended from 
Genghis Khan and Timur. Babur was a 
warrior who wrote well, but hated India; he 
wanted to be buried in his home, what is 
now Kyrgyzstan. Akbar felt at home in In- 
dia, and transforming himself form war- 
lord to philosopher king, believed in eternal 
peace, and founded an inclusive religion, 
Din-e-Ilahi. Some critics have suggested 
that Akbar, a lover of debate and intellec- 
tual challenges, is the voice of Mr. Rushdie. 
To this he responds happily, as if awaiting 
the question, “By now we should know that 
literature is always at an angle to reality. 
Herzog is not Saul Bellow; Marcel is not 
Proust; Stephen Dedalus is not Joyce; and 
Swift did not meet little people.” 
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The world of Akbar and Babur was, not 
unlike our own, cruel. Mr. Rushdie, with 
mischievous relish recounts the story of a 
king sending a message to rivals in the form 
of a defeated rival’s body parts dispatched 
across the empire for display; the rival’s 
skull is coated in gold and made into a jew- 
eled drinking goblet. “You cannot make up 
such stuff,” Mr. Rushdie says with a grin. 
He is the master of imagination, but he says: 
“It was all there in history; 95% of what I 
have written is true.” 

What happened between these powers, 
lying within grasp of each other? That’s the 
question Mr. Rushdie set out 
to explore with Enchantress. 
There are few historical 
clues. The author, however, 
has had a lifelong fascina- 
tion with history, and found 
a clue in Ludovico Ariosto’s 
poem, Orlando Furioso, 
which refers to a princess 
from “Cathay in India,” Æ 
who becomes the talk of 
the town in Florence. As . 
Mr. Rushdie read the 
poem, he also discovered 
an obscure incident from Ba- 
bur’s life. In 2002, while read- 
ing Babur’s memoirs, The Baburnama— 
“Asia’s first autobiography,” he reminds 
me—he came across a passage in which Ba- 
bur writes: “During our departure, our sis- 
ter [Khanzada Begum] was accidentally 
lost.” Curious about this, Mr. Rushdie 
probed further, and found that Babur had, 
in effect, surrendered his sister to the vic- 
tor, Muhammad Shaybani, to secure safe 
passage for himself and his troops after a 
military defeat. The sister’s name was 
struck from family records. “She was erased 
from history because Babur had had to sur- 
render her in a battle,” Mr. Rushdie says. 

What if the Indian princess in Ariosto’s 
poem was Babur’s abandoned sister? “If 
handled properly,” Mr. Rushdie realized, 
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“the two worlds could have a dialogue with 
each other. She became the bridge which 
allowed the Mughal empire to have a dia- 
logue with High Renaissance.” 

The essential characteristic of Mr. 
Rushdie’s fiction is to explore the history at 
the margins. Gaps fascinate him; he fills 
them with his imagination. Did the prin- 
cess have children? What became of them? 
What if one of her descendants came to In- 
dia, seeking his inheritance? And what if, 
like several other protagonists Mr. Rushdie 
has created over the years, he, too, is a char- 

latan, a trickster, a suspect narrator? That 
is where the story begins. 

The notion of a marginal 
character tipping the bal- 

ance and upsetting the uni- 
verse is a characteristic 
Rushdie trait: In Midnight’s 
Children, the novel for 
which he won literary fame, 
the protagonist, Saleem Si- 
nai, born at the stroke of 
midnight just as India gains 
independence from Brit- 
ain, is not only handcuffed 
to history, but believes that 
anything significant that 
happens is, somehow, because 
of him, or his fault. Many of Mr. Rushdie’s 
characters possess powers of which they 
are not aware, influencing history. 

In sucha chaotic universe, reality merg- 
es with fantasy. In Enchantress, Mr. Rush- 
die cheerfully recounts stories of Akbar and 
his wise prime minister, Birbal, who has a 
witty response for any query. Indian school- 
children grow up with these stories. While 
some ascribed to Birbal in the novel are fa- 
miliar, a few carry the voice of Mr. Rushdie. 
For example, when Akbar asks Birbal why 
some people do not believe, Birbal responds: 
“All true believers have good reasons for 
disbelieving in every god except their own, 
and so it is they who, between them, give 
me all the reasons for believing in none.” 
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Did that really happen? Mr. Rushdie 
pauses, as if momentarily confused, and 
then he smiles, saying, “I don’t know, but 
does it matter?” 

Mr. Rushdie has always enjoyed dis- 
turbing neat categorizations. The medieval 
age, he suggests, was less reverential. “In 
medieval times,” he said during a recent 
public reading in London, “much more than 
faith, people believed in occult and magic. 
Witches were beautiful women, they were 
enchantresses; they were not old hags.” 

His latest novel has two such women: 
one is Qara K6z, arepresentation of Babur’s 
lost sister; the other is Akbar’s wife, Jodha. 
Many Indians believe Akbar had a Hindu 
wife Jodha. Despite research, Mr. Rushdie 
found no record of such a queen. “There is 
no evidence that she existed, and yet there 
is the belief that she was there, and being a 
Hindu, she was seen as evidence of Akbar’s 
tolerance. So I wondered: if we believe to- 
day that she exists when she did not, what 
if people believed in Akbar’s time too that 
she existed, although she did not? So she is 
an imaginary queen, even at a time when 
she is supposed to have existed.” 

Mr. Rushdie delights in playing with 
fact and fiction and stretching the limits of 
“permissible” thought. And by weaving sto- 
ries within stories, he joins the fine tradi- 
tion of the storytellers of The Arabian Nights 
and Kathasaritasagara. His inspirations in- 
clude Laurence Sterne, Gabriel Garcia Mar- 
quez and Gunter Grass. To that, add Italo 
Calvino, from whose craft Mr. Rushdie 
learned how to shed excess, how to make 
his prose supple, nimble, and graceful. 

“T wanted to write a lean and muscular 
book,” he says. “My message, throughout, 
has been to do what serves the story. Cal- 
vino inspired me in this. When Calvino 
talks about lightness, he does not mean 
something superficial; when he mentions 
swiftness, he does not mean speed alone.” 

Mr. Rushdie says Enchantress could eas- 
ily have become “a 900-page novel instead 





of a 300-page novel,” but he was deter- 
mined to keep his story light, simple and 
accessible. “I had told my friends to kick me 
if I go beyond 300 pages,” he says. In the 
end, the novel runs to 368 pages, but it cov- 
ers an enormous amount of history. Many 
of his characters, like Mr. Rushdie himself, 
have lived in several cultures. They lose 
their purity, but Mr. Rushdie cheers their 
mingled, mongrelized identity. 


ALMAN RUSHDIE WAS born in 1947, 
eight weeks before India’s inde- 
pendence. He grew up in the posh 
area of Breach Candy, in a bungalow that 
looked out on the Arabian Sea, and went to 
the city’s premier school. During his teens, 
his family moved to Pakistan; he moved to 
England, first to study at Rugby, and later, 
at Cambridge. 

Public school was not pleasant; in the 
late 1960s Britain did not have a relaxed at- 
titude toward race. A Conservative MP, 
Enoch Powell, famously warned of “rivers 
of blood” if unchecked immigration contin- 
ued. Mr. Rushdie’s classmates took vicious 
pleasure in his attempts to eat kipper, avery 
English—and difficult—fish. Cambridge lib- 
erated him. After university, he wrote ad- 
vertising copy while also writing a science 
fiction novel, Grimus. Six years later he told 
India’s grand narrative in Midnight’s Chil- 
dren. Reviewing it in the New York Times, 
Clarke Blaise presciently wrote: “The liter- 
ary map of India is about to be redrawn... 
Midnight’s Children sounds like a continent 
finding its voice.” 

But it wasn’t until The Satanic Verses, 
which addresses an Islamic text in which 
the prophet Mohammed briefly accepts, 
and then rejects, the divinity of other dei- 
ties, that Mr. Rushdie became a household 
name. By raising questions about the per- 
fection of divine inspiration, and the basis 
of faith, the novel upset many Muslims. A 
minuscule number had read it, or were even 
familiar with its arcane Islamic history. 
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In 1989 the Ayatollah Khomeini de- 
clared fatwa on Mr. Rushdie, calling for his 
death. Mr. Rushdie was forced to go into 
hiding, a period he has poignantly de- 
scribed as his “plague years,” when, for 
many, he became an untouchable. But he 
did not remain silent. Instead, he wrote the 
brilliant children’s novel, Haroun and the 
Sea of Stories. There, he pits speech against 
silence, lightness against dark; and while he 
momentarily admires the discipline of the 
dark forces, he revels in the boisterous en- 
thusiasm of those who speak out. 

Until these novels, postcolonial literary 
critics considered Mr. Rushdie to be a stan- 
dard representative of leftist “anti-imperia- 
list” concerns. What’s apparent now is the 
left long misunderstood Mr. Rushdie’s 
work. He was never the politically motivat- 
ed ethnic writer representing the concerns 
of the nonwhite; he’s always stood for the 
universal value of free speech. It has been 
a difficult year for Mr. Rushdie—in 2007, his 
sister died in Pakistan, and his marriage 
with model Padma Lakshmi ended. He was 
deeply affected, but he discovered renewed 
energy, completing a sparkling novel. 

The Nobel laureate Amartya Sen says 
Indians are by nature argumentative. Mr. 
Rushdie loves that aspect of India, and few 
things have hurt him more than India being 
the first country to ban The Satanic Verses. 
Ignoring that insult, he persisted in writing 
about Bombay. Still, he says, “It is difficult 
for me to write about Bombay now, unless 
I spend an extended period of time there. I 
do feel very close to Bombay, and I feel I 
belong to the city when I go there.” 

Pakistan, on the other hand, can never 
be home, even though his family made it 
theirs. When The Satanic Verses was pub- 
lished, to stay one step ahead of India, Pak- 
istan decided to ban all books published by 
Penguin, Mr. Rushdie’s publisher at that 
time. When his mother, and later his sister, 
died, Mr. Rushdie was denied visa to visit 
Pakistan. “Pakistan has extraordinary hos- 
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tility towards me,” he says. “One newspaper 
even wrote that those who go to my moth- 
er’s grave should apologize to God. It af- 
fects my view of the country.” 

When I first interviewed Mr. Rushdie in 
1983, he had said he loved Britain, particu- 
larly its long tradition of dissent. By the end 
of the 1990s intellectual debate among pro- 
gressives in Britain had stagnated. By this 
time Mr. Rushdie had left for New York. 

Three of his recent novels deal with 
America, The Ground Beneath Her Feet, 
Fury, and Shalimar the Clown. The attacks 
of 9/11 divided the world in many ways, and 
Mr. Rushdie explored those divisions in 
Shalimar. When Nazi headquarters are 
blown up in occupied France, we consider 
the act heroic. And when a bomb blasts an 
office in Baghdad, we are critical of the ter- 
rorists. It becomes confusing when a police 
chowki (station) is destroyed in Kashmir. 
“The act is the same, but our impulses dif- 
fer. What is good, what is bad, and why? 
That’s what interests me,” he says. 

That and, as always, the power of lan- 
guage. “We are the only animals who can 
tell stories to understand who we are and 
how we are,” he says with just as much en- 
ergy as eloquence as when our conversation 
began. “Any attempt to prevent people from 
telling stories, their intrinsic need, is 
wrong... It goes beyond censorship. To curb 
speech is a crime against our nature as hu- 
man beings. We need to tell and listen, to 
understand. Freedom of speech, ultimately, 
begins when people say what you don’t like. 
It is very easy to defend those you agree 
with. Free speech is hard work.” 

Indeed, no novelist writing today un- 
derstands this “hard work” and the sacri- 
fices it requires as intimately as Mr. Rushdie. 
“Defending free speech in absolute terms 
may take us into a turbulent, hurtful are- 
na,” he says as our conversation nears its 
end. “If we say nothing, we will have peace. 
But it is the peace of suppression, and that’s 


f 


the choice we have to make.” ti 
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Vietnam: 
A Tiger in Turmoil 





Serious cracks have appeared in Vietnam’s economic and financial 
systems in recent months, threatening growth prospects. Can Hanoi 
successfully take the right steps to ward off an economic downturn? 


Vietnam Feels 
The Heat 


by Jonathan Pincus and 
Vu Thanh Tu Anh 


HAT A DIFFERENCE ayear makes. 
Early last year, a spate of stories 
appeared in the international 
press proclaiming Vietnam as “the New 
Asian Miracle” and “the Next Asian Tiger.” 
The country joined the World Trade Orga- 
nization in January 2007, prompting a 
surge in annual foreign direct investment 
approvals to more than $20 billion. The Ho 
Chi Minh City Stock market caught fire, 
with the index reaching a peak of 1,170 in 
March, up 140% year on year. Rising global 
commodity prices drove export revenue to 
nearly $50 billion, an increase of more than 
20% over 2006. For the year as a whole, the 
economy grew by an impressive 8.5%, the 
fastest pace since 1996, 

Cut to March 2008. A major investors’ 


W 





conference—marketed under the title “Sus- 
taining Growth and Reform in Asia’s Next 
Tiger”—was suddenly cancelled at the re- 
quest of the government owing to “pressing 
macro- and microeconomic concerns.” The 
government later claimed that the organiz- 
er’s permits were not in order. On March 
25, the stock market bottomed out at 496, a 
fall of 57% off the peak of a year earlier. In 
the same month, the official year-on-year 
inflation rate rose to 19.4% led by a worry- 
ing 31% increase in food prices. The first 
quarter 2008 trade deficit came in at $7.4 
billion, four times higher than the first 
quarter of 2007. 

The abruptness of Vietnam’s economic 
fall from grace has raised concerns about 
the stability of the financial system, partic- 
ularly if conditions continue to worsen. The 
good news is that Vietnam’s macroeconom- 
ic fundamentals are still sound. The coun- 
try is not heavily indebted, export growth 





ovo Mr. Pincus is chief economist of the United 
Nations Development Programme in Vietnam. 
Mr. Vu is an economist with Harvard Universi- 
ty’s Vietnam Program. 
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is strong and the State Bank of Vietnam has 
added substantially to foreign-exchange re- 
serves over the past year. Vietnam is less 
integrated into global capital markets than 
Thailand and Indonesia, and therefore un- 
likely to suffer as much from the fallout of 
subprime mortgage defaults in the United 
States. The government could restore sta- 
bility relatively quickly by achieving con- 
trol over public spending and borrowing by 
state-owned enterprises. The bad news is 
that political constraints may place even 
this relatively simple task beyond the reach 
of Vietnam’s policy makers. 


Overheating 


VIETNAM’S ECONOMY IS overheating. 
Global factors such as high energy and food 
prices have contributed to inflation, but the 
fact that prices have risen much faster in 
Vietnam than in neighboring countries 
suggests that domestic factors are more im- 
portant. These factors include credit 
growth in excess of 50% and a fiscal deficit 
equivalent to 7% of cpp. The resulting mon- 
ey growth sent prices of nontradables spi- 
raling and fueled a property bubble that 
drove prices of prime real-estate assets to 
double or triple in the space of one year. 
The origins of overheating can be found 
in a sudden surge in capital inflows in 2007. 
Disbursed FDI, remittances, development 
aid and portfolio flows exceeded $20 bil- 
lion or 30% of cpp. Like many developing 
countries, Vietnam put considerable effort 
into attracting foreign capital, but was un- 
prepared for it when it finally arrived in 
large amounts. The sgv has traditionally 
targeted the exchange rate and allowed the 
money supply to adjust, a strategy that 
makes sense in an economy in which many 
people prefer to conduct business in for- 
eign currencies and hold foreign-currency 
assets. Moreover, the instruments of mon- 
etary policy do not yet function well in 
Vietnam. Interest rates are a blunt instru- 
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ment when directed credit to soes make up 
a quarter of the stock of loans and when the 
banks are organized into an explicit cartel 
to avoid outbreak of competition. The mar- 
ket for government bonds is thin and the 
secondary market is in its infancy. Because 
yields on government bonds are lower than 
the inflation rate, bond purchasers are bet- 
ting that the pegged exchange-rate regime 
will hold. As the odds on this bet increase, 
dong-denominated bonds become less at- 
tractive to foreigner and domestic inves- 
tors alike. 

The failure to sterilize the sudden flood 
of foreign capital (by selling dong-denomi- 
nated securities) fueled lending growth 
among the small joint-stock banks. These 
banks lent aggressively to property devel- 
opers and buyers of real estate and equities. 
Rising property, and share prices also put 
more collateral in the hands of people that 
owned these assets, prompting them to 
borrow more. Large state-owned conglom- 
erates joined the property craze, financed 
by state-owned banks at favorable rates. 

In addition to sparking credit growth, 
the surge of capital inflows also financed a 
widening of the trade- and current-account 
deficits. An important difference that sepa- 
rates Vietnam from most of East and South- 
east Asia is that Vietnam is a net capital 
importer. In other words, Vietnam routine- 
ly runs trade- and current-account deficits 
financed by inflows of foreign capital. This 
is not a bad or even arisky thing for a coun- 
try at the early stages of industrialization. 
Vietnam needs to buy equipment and in- 
puts for its growing industries and must fi- 
nance these imports through a combination 
of exports and foreign-capital inflows. The 
trouble is that dependence on short-term 
portfolio flows can be destabilizing if there 
is a sudden change of investor sentiment. 

On top of the monetary shock Vietnam 
also piled on an expansionary fiseal:p 
led by public investment. [gf 
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of which was undertaken in the public sec- 
tor and partially financed by state banks. 
Herein lies the second major difference be- 
tween Vietnam and the neighbors. The 
more successful among the East and South- 
east Asian countries have adopted a conser- 
vative fiscal-policy stance. These 
governments know from experience that 
price inflation sets off workers’ demands 
for higher wages and makes exports less 
competitive. They also see the legitimacy of 
the state linked to the welfare of people 
who are defenseless against inflation such 
as school teachers, agricultural workers, 
pensioners and the urban poor. 

The government’s response to the re- 
sulting inflationary pressure was to in- 
crease the reserve requirements of the 
banks by 100 basis points in February 2008, 
adding to a 500 basis point hike (in May 
2007.) sBv also required the larger banks to 
buy 20.3 trillion dong in state treasury bills 
carrying a yield of 7.8% by mid-March. For 
a time, SBV limited purchases of dollars to 
control money growth. All of these encour- 
aged the banks to hoard Vietnam dong li- 
quidity, forcing up interbank lending rates 
as high as 43% in late February. Fearing the 
effect of a wave of margin calls on the bal- 
ance sheets of the smaller banks, the gov- 
ernment also narrowed the intraday trading 
band on the stock market to 1% from 5%. 

These minor adjustments have had the 
intended effect on lending rates and the 
property market. Anecdotal evidence sug- 
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gests land prices in Ho Chi Minh City have 
fallen about 20% from their peak in Decem- 
ber 2007. But government policy has been 
inconsistent. SBV capped savings rates at a 
below-inflation 12%, and then stood by pas- 
sively as the Vietnam Bankers’ Association 
enforced a cap of 11% on its members. More 
importantly, aside from vague appeals for 
efficiency in the use of public funds, noth- 
ing has been done to reign in the state banks 
and the public-investment program. As 
long as fiscal policy is expansionary, mon- 
etary tightening will simply drain funds out 
of the nascent private sector. In the mean- 
time, inflation will continue unabated. 


State Capacity 


THERE IS NO shortage of people in Vietnam 
who understand the causes of the current 
economic instability and the steps needed 
to quell price inflation and restore stability 
to the markets. Vietnam’s problems are nei- 
ther complicated nor unmanageable. Un- 
fortunately, these people are not in a 
position to do much about it. Vietnam’s pol- 
icy-making institutions are fragmented to 
the point of paralysis. Monetary policy is 
the preserve of sBv, but the Ministry of Fi- 
nance has been assigned the task of control- 
ling inflation. Monetary policy is also 
overseen by a National Financial and Mon- 
etary Policy Committee that includes tech- 
nical advisors and representatives of other 
government agencies. The Ministry of Fi- 
nance sets tax policy and recurrent spend- 
ing, but investment spending is under the 
Ministry of Planning and Investment. Ap- 
pointments are under the command of the 
Communist Party, which issues policy 
guidelines. Meanwhile, the state-owned 
conglomerates report directly to the prime 
minister, bypassing the ministries, and are 
not averse to appealing to him or other se- 
nior politicians to get what they want. 
Fundamental reforms are needed to 
simplify the policy-making apparatus. Most 
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East and Southeast Asian countries created 
advisory boards staffed by highly trained, 
well-paid experts to steer macroeconomic 
policy. In some cases these institutions 
wielded the levers of power; in others they 
gave political leaders advice insulated from 
the party politics. For example, Korea’s 
Economic Planning Board assumed direct 
control over planning, fiscal policy and sta- 
tistics, while Taiwan’s Council for Econom- 
ic Planning and Development functioned 
more in an advisory role. 

Vietnamese institutions are character- 
ized by ambiguous lines of authority and 
consensus decision making. On the plus 
side, Vietnamese politics has been marked 
by stability. But consensus-based decision 
making has also reinforced a tendency to 
distribute rents widely across the system. 
This problem is evident in the allocation of 
public investment. Vietnamese politicians 
approve 10 projects when one will do, and 
spread them across the landscape. For ex- 
ample Vietnam is building a string of deep 
sea ports in central Vietnam despite the 
fact that port infrastructure in the south- 
ern provinces of Ho Chi Minh City, Dong 
Nai, Binh Duong and Ba Ria Vung Tau— 
which together comprise more than 50% of 
Vietnam’s job growth and nonoil budget 
revenues—is stretched to the breaking 
point. The highway authorities have plans 
for $40 billion worth of new roads. Viet- 
namese infrastructure projects are expen- 
sive by international standards despite a 
widely acknowledged problem of poor qual- 
ity. Although the government recognizes 
the need to close the fiscal deficit to control 
inflation, it is difficult to see who will make 
the hard choices necessary to make public 
investment more efficient. 

Corruption thrives when it is consid- 
ered a normal cost of doing business. On 
April 18 the Supreme People’s Procuracy 
dropped bribery charges against Bui Tien 
Dung, the former head of the Ministry of 
Transport’s scandal-tainted Project Man- 
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agement Unit 18. Charges against his boss, 
former Deputy Transport Minister Nguyen 
Viet Tien, were dropped in March despite 
the national embarrassment caused by the 
apparent misuse of Japanese and World 
Bank development aid. Vietnam receives 
low marks in comparison to other East 
Asian countries on the various corruption 
perceptions surveys. For example, the 
World Bank’s composite rankings based 
place Vietnam below even China and far 
below Thailand and Malaysia. The preva- 
lence of corruption makes it more difficult 
to close the fiscal deficit, since officials on 
all levels are benefiting from the prolifera- 
tion of high cost projects. 


Disciplining the Conglomerates 


IN THE EARLY 1990s, concern over the poor 
performance of state-owned industrial en- 
terprises led the government to try a new 
approach. General corporations and con- 
glomerates were created out of existing 
firms, supposedly following the model of 
the Japanese keiretsu and Korean chaebol. 
The idea was that larger firms would real- 
ize economies of scale and scope, which 
would enable them to compete internation- 
ally. The gap in the logic was that most of 
the conglomerates—firms like the mining 
corporation Vinacomin, the shipper Vina- 
lines, the electricity producer EVN and the 
state-oil company Petro-Vietnam—earned 
their money from mineral rents or prefer- 
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ential access to the domestic market. Rath- 
er than wade into the treacherous waters of 
international competition, most preferred 
to build on their market power in Vietnam 
to move into lucrative domestic ventures in 
the property market, financial services, 
telecommunications and tourism. 

The conglomerates did not turn into 
world beaters, but they did learn how to 
trade on their political influence at home. 
SBV has recently granted banking licenses 
to three conglomerates (FPT, the insurer 
Bao Viet and PetroVietnam), and more are 
in the queue. These companies are replicat- 
ing the familiar Southeast Asian pattern of 
creating diversified corporate empires 
around a cash-generating monopoly and a 
bank to provide easy access to capital. 

The few companies that produce prod- 
ucts for export have used political connec- 
tions to secure government-guaranteed 
loans to expand into unrelated sectors. The 
shipbuilder Vinashin received the proceeds 
of Vietnam’s first sovereign bond issue in 
2006 and then took a billion dollar loan 
from Credit Suisse. More recently, Vinash- 
in and Vinatex—a textile and garment pro- 
ducer—secured loans from Deustche Bank 
of $2 billion and $500 million, respectively, 
on the occasion of Prime Minister Nguyen 
Tan Dung’s official visit to Germany. 

Even so, government is showing signs of 
losing patience with the conglomerates. At 
a recent meeting with general corporation 
bosses to discuss measures to control infla- 
tion, the prime minister revealed that al- 
though the conglomerates and other state 
corporations account for 60% of outstand- 
ing loans of the state-owned commercial 
banks and 70% of Vietnam’s foreign bor- 
rowing, they produce only 40% of app. In 
early April he ordered all state general cor- 
porations and conglomerates to invest at 
least 70% of their capital in their core busi- 
nesses. But the conglomerate reaction sug- 
gests disciplining them will not be so easy. 
Chairman of PetroVietnam Dinh La Thang, 


referred to this mild sanction as “shock 
therapy” and remarked that “even when 
state conglomerates and enterprises invest- 
ment in noncore businesses accounts for up 
to 40% or 50% of total investment and if 
these investments are profitable then the 
government should not ask them to disin- 
vest from these businesses as this would 
cause the enterprises to collapse.” 


Sharing the Growth 


VIETNAM HAS WON plaudits from the in- 
ternational community for its poverty-re- 
duction record, near universal primary 
education and improvements in basic in- 
dicators such as the infant mortality rate 
and access to safe drinking water. Yet for 
an avowedly socialist government Viet- 
nam relies heavily on out-of-pocket spend- 
ing to finance basic health and education. 
Public spending on health is the second 
lowest in the region, after Indonesia. Pub- 
lic funds targeted to help the poor don’t 
always reach them. According a recent 
United Nations Development Programme 
study, 45% of transfer payments in health 
go to the richest fifth of the population, as 
compared to 7% to the poorest quintile. 
The corresponding figures for education 
assistance are 35% and 15%. 

Beyond the numbers, there are also con- 
cerns about the quality ofhealth and educa- 
tion services. Intel delivered a blow to 
Vietnam’s self-image as a rising star in 
knowledge-based industries when the com- 
pany announced that after testing 2,000 
students from the five top technology uni- 
versities only 40 students met their mini- 
mum standards. According to Intel, this 
was the lowest success of any country in 
which they have a presence. No wonder 
Vietnamese household spend an estimated 
$1 billion per year on education overseas. 
The domestic system fails to deliver quality, 
even to those who can afford to pay. 

Gore Vidal once described the Ameri- 
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can economy as “socialism for the rich and 
free enterprise for everyone else.” Vietnam 
is rapidly heading in the same direction. 
The formation of an elite class that enjoys 
access to state power and resources has po- 
tentially serious political consequences for 
a ruling party that claims to represent the 
interests of working people. Rising food 
prices are hurting the poor, but they are not 
an immediate threat to political stability. 
Yet the growing perception that the state 
looks after the interests of powerful people 
while leaving the poor to their own devices 
can only have a corrosive effect on the gov- 
ernment’s authority over the long term. 

Economic reform succeeded in Vietnam 
beyond most observers’ expectations. Inte- 
gration into global markets has stimulated 
economic growth and improved the living 
standards of millions of Vietnamese people. 
Export growth has averaged over 20% per 
annum since 1990, with the top earners in 
labor intensive products such as garments 
and seafood. These industries have provid- 
ed steady jobs to millions of rural Vietnam- 
ese who had previously only known lives of 
economic insecurity and extreme poverty. 
Export growth is driven by farmers, a na- 
scent private sector consisting mostly of 
very small firms and foreign enterprises. 
The private and foreign invested sectors ac- 
count for nearly all of the job growth re- 
corded over the past seven years. 

Welded to this competitive but low 
margin economy is a separate system con- 
sisting of capital-hungry state firms con- 
centrated in natural-resource exploitation 
and producing goods and services for the 
domestic market. These firms account for 
the bulk of borrowing from state-owned 
banks and have begun to borrow overseas. 
They have leveraged their political influ- 
ence to diversity into the lucrative domes- 
tic property and financial markets. 
Although data on their performance is 
sorely lacking, the rate of return on state 
capital is far lower than in the private and 
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foreign invested sectors. 

More worrying still, the conglomerates 
have been allowed to open banks and non- 
bank finance companies. The developing 
world is full of examples of the hazards of 
interlocking corporate and banking inter- 
ests. From Chile’s grupos to South Korea’s 
chaebol and Indonesia’s konglomerat, the 
melding of banks and powerful corpora- 
tions has led to imprudent intragroup 
lending, loss of control over monetary pol- 
icy and ultimately financial instability. 
Vietnam should think carefully about the 
implications of this strategy before pro- 
ceeding any further down this road. 

Vietnam’s current inflation and macro- 
economic instability are direct consequenc- 
es of the country’s long-term growth 
problems. These challenges are one and the 
same. Monetary tightening alone won’t 
solve Vietnam’s inflation problem. Driving 
up interest rates in the absence of action to 
reduce the fiscal deficit may succeed in 
cooling off the small private sector, but 
would have little effect on the conglomer- 
ates, which borrow from state banks at 
preferential rates or overseas. Higher bor- 
rowing costs will also make it harder to re- 
duce the fiscal deficit in the short term. The 
government will not bring down inflation 
until it regains control over public invest- 
ment and learns how to discipline its state- 
owned conglomerates. 

Vietnam’s government has begun to re- 
alize that it cannot build a robust securities 
market without first ensuring that the 
banking system is sound. sBv is carefully 
monitoring the balance sheets of the small 
banks for signs of trouble. This is vital, since 
these banks are over-exposed to the inflat- 
ed property market. Should one of them 
come to SBV for relief, the authorities should 
be ready to take action to make sure that 
the problem is quickly contained. 

Long time Vietnam watchers are quick 
to note that Vietnamese policy makers 
have a way of piecing together pragmatic 
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solutions when times get tough. What be- 
gins as “fence breaking,” or spontaneous 
defiance of the rules, often ends up as of- 
ficial policy. Vietnamese policy makers 
will not let ideology get in the way of some- 
thing that works. The conventional wis- 
dom holds that this attitude will enable 
Vietnam to muddle through this current 
bout of instability. 

Yet this time the government has to do 
more than just get out of the way. Fence 
breaking now takes the form of state 
conglomerates establishing banks and 
building residential estates. Instead of 
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sanctioning this kind of behavior, the au- 
thorities need to regulate it. Financial lib- 
eralization in particular is a risky business 
in the absence of a transparent regulatory 
framework and credible enforcement. The 
problem is that Vietnam’s new economy 
has produced a new kind of politics, one 
based less on ideology than on the forma- 
tion of powerful interest groups. Imposing 
discipline on these groups, most of which 
emanate from within the state, is the cen- 
tral challenge facing the Vietnamese lead- 
ership not only this year but in all likelihood 
for many years to come. t | 


Defusing Vietnam’s Hidden Detonators 
by Tran Le Thuy 


N EARLY MARCH in London, Paul 
Smith addressed a jam-packed 
business forum of would-be inves- 
tors in Vietnam. “You would be surprised 
how much Vietnam touches your own life 
everyday,” said the director of recruitment 
and outsourcing consultancy, Harvey Nash. 
“Vietnam is the world’s second largest ex- 
porter of rice and coffee, the biggest ex- 
porter of pepper. Even the gigantic news 
screen in New York that broadcast live data 
and interviews during the United States’ 
presidential primaries have links to this 
Southeast Asian nation,” Mr. Smith told 
participants at the forum, which coincided 
with a visit by Vietnam’s prime minister, 
Nguyen Tan Dung. “I doubt if McCain, Gi- 
uliani or Romney were aware that the soft- 
ware delivering the service to the world for 
MSNBC was written in Vietnam,” said Mr. 
Smith. But just as Vietnam reaches out to 
the world, the world is also coming to Viet- 
nam. Recently the country has been forced 
to learn some bitter lessons from opening 
up, and failure to handle mounting eco- 
nomic challenges could bust its economy. 
Nguyen Thi Hong Huong, director of 
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supermarket chain Vinatext, has had to in- 
struct workers to turn off lights and air con- 
ditioners to save money. She is worried 
because interest rates on loans jumped to 
18% per annum from 10% just a month ago. 
“Maybe I don’t know enough about the 
economy to explain why the government 
does this,” she told me in March, her eyes 
moist with tears. “But please, next time, let 
us have time to prepare,” she said. 
Vietnam’s interest-rate war reached its 
peak in mid-March. A month before that, 
on Feb. 13, the State Bank of Vietnam or- 
dered 41 banks and credit organizations to 
buy $1.26 billion worth of one-year treasury 
bills by March 17—a tactic designed to halt 
price increases. In 2007, inflation had al- 
ready reached a decade-high of 12.6% year 
on year. By February 2008 it reached 15.6%. 
The International Monetary Fund suggest- 
ed policy fixes in December 2007. It urged 
Vietnam to tighten credit and move toward 
amore flexible exchange rate for the dong. 
The government—inexperienced and eager 
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to ease inflation amid fears that the stock 
and property bubbles would burst—fol- 
lowed the recommendations by introduc- 
ing strict measures, reminiscent of the past 
centrally planned economy, resulting in a 
liquidity squeeze. 

In a rush to attract more funds, banks 
raised interest rates on deposits to around 
13% a year. Chaos ensued as customers 
withdrew money from accounts in other 
financial institutions to deposit in banks 
offering higher interest rates. In parallel, 
banks also began to tighten purse strings, 
rejecting myriad loan applications. In the 
end, the sgv had to inject almost $2 billion 
in to the banking system to ease the 
crisis. It also widened the interbank trad- 
ing band for the dong twice allowing the 
dong to rise steadily against dollar. 

In an attempt to reverse the economic 
slump, Prime Minister Nguyen published a 
4,000-word essay in Vietnam’s leading 
newspapers on March 30. He called for 
people to tighten their belts and laid down 
his seven solutions to curb inflation: tight- 
ening monetary policy; more strictly con- 
trolling state investment; boosting 
agricultural output; and maintaining price 
stability of primary commodities, such as 
food, petroleum, steel and fertilizers. 

Having learned a tough lesson from the 
bungled monetary policies introduced in 
February, the prime minister asked the cen- 
tral sgv to tighten monetary policy, but to 
do so in accordance with the market-econ- 
omy and to “ensure the liquidity and stabil- 
ity of the banking sector.” 

“Weaknesses of our national economy 
and the economic structure have been ex- 
posed more visibly in the course of integra- 
tion with the world economy, posing big 
challenges to economic management and 
development,” the prime minister wrote. 
“curbing inflation is considered the gov- 
ernment’s top priority,” he continued. 

But Vietnam has little scope for ma- 
neuver, especially in relation to trade. 


Manufacturing materials account for 73% 
of total imports and therefore cannot be 
cut back. The government did, however, 
increase tariffs on cars twice in April to 
83% from 60%. Nearly $1 billion was spent 
importing cars in the first four months of 
this year, a spectacular growth rate—5.7 
times greater than the same period last 
year, due to a reduction of import tariffs 
last year, to levels lower than stipulated 
under Vietnam’s WTO commitment. 

The biggest trade deficit is with China 
and countries of the Association of South- 
east Asian Nations due to low tariffs under 
the Asean-China Free Trade Area. The 
prime minister has asked for heavier pa- 
trols of the border to keep the smuggling 
of goods in check. The government hopes 
boosting exports of seafood to the land- 
locked Chinese provinces bordering with 
Vietnam may help narrow the trade gap. 
As the exchange-rate dilemma worsened, 
Prime Minister Nguyen made a choice in 
mid-April to keep the exchange rate “in fa- 
vor” of exports. Until the trade-deficit situ- 
ation improves the exchange rate will no 
longer be used to combat inflation. 

The prime minister also called to post- 
pone “unnecessary” construction projects. 
The Ministry of Planning and Investment 
named seven projects, including four proj- 
ects in Hanoi—the National History Mu- 
seum, the National Assembly Conference 
Hall and a group of one-thousand-year an- 
niversary projects for Thang Long, Viet- 
nam’s ancient capital at Hanoi. Together, 
such cost cutting could save more than $5 
billion. The Ministry of Finance has also or- 
dered local government agencies to stop 
buying cars and building offices, minimize 
spending on ceremonies and conferences, 
and cut annual budgets by 10%. Finance 
minister, Vu Van Ninh, said the measures 
could save around $2 billion. 

Reflecting the downturn, the govern- 
ment is asking the National Assembly to 
reduce the country’s GDP target growth 
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rate to 7% from 9% and abandon its origi- 
nal aim of reducing inflation to levels low- 
er than those of 2007. Now people are 
holding their breath to see what might 
happen after June 30, when the embargo 
on primary commodities, which puts a 
hold on the increase of prices of petro- 
leum, electricity, water and other main 
commodities, will end. 

Yet with the recession in the United 
States looming over Vietnam—the U.S. is 
Vietnam’s biggest export market—the gov- 
ernment has to take more drastic reform 
steps to put Vietnam on the safe path to 
continuing economic development. It’s time 
to reform state-owned companies and for 
the administrative system to embrace more 
strongly a market-based economy. The most 
painful and difficult operation will be to 
push state-owned companies back to core 
production zones and to focus on efficiency 
rather than the easy profits generated by 
using capital resources to speculate in real- 
estate and financial deals. To find an exam- 
ple of soes distracted from their core 
service zones one need look no further than 
the blackouts that recently hit Hanoi and 
Ho Chi Minh City. Electricity of Vietnam 
Corporation has invested huge sums of 
money in noncore businesses such as tele- 
communications, but has failed to invest 
enough to meet the country’s rapidly in- 
creasing demand for power. 

More action is also needed to handle 
the economic challenges posed by the real- 
estate sector. True, the property bubble 
has cooled down following the banks’ 
lending squeeze, and some speculators 
have already started to sell apartments at 
a loss. But the knock-on effects of a down- 
turn inthe property market could be grave. 
As Le Xuan Nghia, director of spv’s bank- 
ing strategy department explained in a re- 
cent interview with Saigon Economic 
Times, many banks gain 50% to 60% of 
their total banking capital from mortgages 
and other property-related loans. 
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The central sev has seemed unclear in 
its approach to managing the economy. In 
a session in mid-April, members in the 
Standing Committee of the National As- 
sembly rejected a proposal by sBv’s gover- 
nor, Nguyen Van Giau, to officially reduce 
the base rate to a role as a simple indicator 
of the bank’s intent, rather than as a tool for 
affecting commercial-lending rates. “The 
base rate is so sensitive to the market that 
we have never dared to raise it close to the 
market rate,” explained Mr. Nguyen. The 
current lending base rate is 8.75% while 
that of market is as high as 21%. 

The committee also rejected the gover- 
nor’s request to increase the interest-rate 
ceilings amidst fears that the current lend- 
ing interest rate, as high as 21%, is con- 
straining business and production, and 
could lead to the crash of local companies 
that depend on bank loans. “The govern- 
ment policies are moving in the right di- 
rection, but success depends a lot on 
technical skills,” said Martin Rama, World 
Bank chief economist in Hanoi. 

In an effort to cope with lack of coordi- 
nation between financial government 
agencies, a National Financial Supervision 
Committee, chaired by Havard-educated 
former sBv governor Le Duc Thuy, was set 
up in March to supervise, analyze and pro- 
vide risk assessments on financial markets. 
However, it will take a few more months 
before the Committee is ready to work. 

Whether the efforts will be enough to 
address Vietnam’s economic challenges 
remains to be seen. When I called Ms. Hu- 
ong, the supermarket director, she seemed 
more resigned to the new harsh economic 
realities. “We have gotten used to the situ- 
ation,” she said. “But I still don’t think I 
have enough knowledge to understand 
what is going on with the economy.” For 
now, all she knows is that she has to find 
ways to cut costs. “We can’t think of prof- 
it now,” she said. “We just have to manage 
to survive through this time.” = 
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Couldn’t Give a Damn 


by Michael Breen 





T A HILLTOP observatory 
overlooking the intersec- 
tion of the Han and Imjin 
rivers, where the invisible 
middle point of the demili- 
tarized zone, or DMZ, runs along the water 
and out to sea, the young South Korean 
tourist looked up from a high-powered 
telescope after her first ever sighting of 
communist North Korea and asked, “Have 
you got a Band-Aid?” 

New sandals, she explained. Her foot 
was killing her. 

Meet Jun Arem, age 22, atypical mem- 
ber of the new generation that couldn’t 
care less about North Korea or reunifying 
with it. The two foreign teenagers with 
her were familiar with North Korea from 
the news and from the movie Team Amer- 
ica and showed more interest. They gazed 
at the distant hills, and focused their tele- 
scopes on the buildings of the village a few 
kilometers across the river, looking for 
signs of life and asking questions. 

“Ten years ago,” Ms. Jun explained, 
massaging her feet in the car on the way 
back to Seoul, “if you asked anyone their 
dreams, they would say, ‘National Unifica- 





tion.’ Now everyone dreams of being suc- 
cessful, getting rich and being happy. In 
elementary school if I said I wanted to be 
happy, I would feel guilty. No I can freely 
say I don’t care about unification.” 

Her opinion may be disappointing, 
shocking even, for older Koreans, but it 
makes sense that the intensity of feeling 
gets diluted over time. Despite the histor- 
ical reality that their country was unified 
for 1,300 years before being split into 
North and South in their grandparents’ 
day, the lack of interest on the part of 
young Koreans like Ms. Jun is somewhat 
inevitable. The two countries have had al- 
most nothing positive to do with each oth- 
er for all of her life and all of her parents’ 
lives. Since the end of the Korean War in 
1953, the two armies have been separated 
by the omz, which is a 4km stretch of no- 
man’s land. The two sides only meet in one 
place, at the truce village of Panmunjom. 
Ordinary Koreans on both sides have nev- 


s= Mr. Breen has worked in Seoul for 25 years as 
a journalist, writer and business consultant. He 
is the author of The Koreans and Kim Jong-il: 
North Korea’s Dear Leader. 





Tourists view North Korea from the South. Although reunification is 
a priority of older generations, South Korea’s youth couldn’t care less. 


er been permitted contact with one anoth- 
er, except for occasional events held under 
strict controls, even though an estimated 
one in seven of the combined 72 million 
population come from war-separated 
families. 

The few contacts that have taken place 
have confirmed for South Koreans that 
there’s nothing very interesting about 
North Korea. It remains in the grip of a 
regime that doesn’t look like it’s loosening 
things up any time soon, and certainly not 
enough for them to drive across the border 
up to Pyongyang. Not that North Korea 
sounds that attractive for more than one 
visit. Young southerners now take their 
honeymoons in New Zealand and summer 
holidays in Prague. 

South Korea is a rapidly changing, high- 
ly competitive society. With the average 
price of an apartment in Seoul the equiva- 
lent of half a million dollars and the average 
annual household income $42,000, there’s 
a lot to worry about. It’s no wonder that 
North Korea has receded into irrelevance 
for most Koreans in their 20s and early 30s. 
These Koreans feel they have the right man 
in the presidential Blue House. When he 
won the election on the opposition Grand 
National Party ticket in December, Lee 
Myung-bak, the former Hyundai Construc- 
tion CEO and former Mayor of Seoul, made 
it clear he wasn’t going to waste time in 
fruitless exchanges and the usual off-on 
talks with North Korea. 


This position was rather uncharitable, 
given the measure of exchanges that had 
developed under the liberal administra- 
tions of Kim Dae-jung (1998-2003) and 
Roh Moo-hyun (2003-08). But for “new 
rightists” like Mr. Lee, the progress had 
not matched the price. While the liberals 
felt the long-term interest required South 
Korea to provide rice and fertilizer and 
other aid, while getting nothing in return, 
the new conservatives feel that such lar- 
gesse simply rewards bad behavior. 

In fact, Mr. Lee’s first government re- 
structuring plan called for the abolition of 
the Ministry of National Unification. Once 
a toothless research outfit, this agency in 
recent years had become the front line of 
the two steps forward, one-and-a-half 
steps back dealings with North Korea. It 
was headed by a deputy prime minister- 
level official. Now, for the first time in 
South Korean history, the government 
does not consider North Korea to be the 
prime national agenda. In the past, the se- 
curity alliance with the United States, the 
start of industrialization and internation- 
al diplomacy were all undertaken in the 
context of the rivalry with North Korea. 
(As areflection of this, with the attitude to 
North Korea as the long-time enemy soft- 
ening in recent years, the government in 
power found itself confident enough to 
criticize its closest allies, the United States 
and Japan). 

But now, sustaining the economy takes 
precedence for Mr. Lee. He sees his coun- 
try’s stroppy wayward brother as just an- 
other foreign-policy concern and 
certainly not the most pressing one. He 
wanted to fold the mnu function into the 
Ministry of Foreign Affairs and Trade, but 
was knocked back by opposition in the Na- 
tional Assembly, who threatened to make 
it a constitutional issue. (Constitutionally, 
the government in Seoul does not recog- 
nize Pyongyang and considers North Ko- 
reans to be South Korean citizens). 
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Despite this setback, Mr. Lee had made 
his point that, until they are serious about 
progress, there is no point bothering with 
the North Koreans. 

The irony is that this talk-to-the-hand 
approach makes Mr. Lee seem tough. By 
comparison, the yearning of his predeces- 
sors for a breakthrough with Kim Jong-il, 
appeared to many, particularly to the sig- 
nificant population of elderly North Kore- 
ans who had come south in the early 1950s, 
seem rather weedy. 

We can expect the two Koreas to one 
day reunite. It’s just that with the assumed 
social and economic costs of reuniting 
with a collapsed North Korea, almost ev- 
eryone in the South is keeping their fingers 
crossed that the process can be controlled 
and drawn out, as long as possible. 

But it is also possible that the two Ko- 
reas will evolve like Belgium and Holland, 
close but separate. It is those with experi- 
ence of the division who keep alive the de- 
sire to reunite. That experience comes in 
two forms. The numbers who remember 
the peninsula before the division in 1948 


and the Korean War of the early 1950s are 
dwindling. They no longer dominate fam- 
ily conversations, and they long ago ceased 
to dominate school curricula and the na- 
tion’s political discourse. 

The second, and larger group, are those 
born after the war but who grew up with 
family members and teachers who remem- 
bered it well. This group was raised with a 
nationalistic education. “National ethics” 
classes at school, which were not even thin- 
ly veiled propaganda—in the 1960s and 
1970s, elementary school students were 
taught that North Koreans had horns—en- 
sured that the postwar generation had a 
kind of false memory, but they were never 
as passionate as the older generation in 
their hatred of the communists. 

In recent years, a lot of concern has 
been expressed about alleged leftist school 
teachers whitewashing North Korea and 
portraying America as a bigger enemy. But, 
if Ms. Jun’s experience is illustrative, such 
propaganda has not really taken a hold of 
young South Korean minds. They just 
don’t care. Li 
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North Korea Fans the 
Flames of Bitter Hate 


by B.R. Myers 





N APRIL 24 the White 
House announced that 
aerial photographs of a 
Syrian nuclear site prove 
North Korean involvement 
in its construction, thereby raising signifi- 
cant doubts about Pyongyangs intention to 
disclose its nuclear activities. Equally per- 
suasive evidence of bad faith could have 
been found by flipping through a North Ko- 
rean magazine or school textbook, but the 
United States Central Intelligence Agency 
isn’t interested in that sort of thing. The 
general assumption in Washington is that 
Kim Jong I] is too clever to believe what he 
tells his people. Indeed, the U.S. State De- 
partment seems to negotiate under the 
premise that he believes the opposite. The 
louder the North Korean propaganda ma- 
chine calls for a “blood reckoning” with the 
Yankee enemy, the more credence Wash- 
ington gives rumors that Mr. Kim wants a 
normalization of relations with America. 
The obvious retort to this wishful think- 
ing is to ask why any regime would want to 
make its people less likely to welcome the 
fruition of its secret plans. But whether or 
not Kim Jong Il believes the official hate- 





mongering may be beside the point; history 
is full of leaders who found themselves 
prodded into war by a public frenzy of their 
own creation. All the more worrying, there- 
fore, are the recent indications that North 
Korea has painted itself into an ideological 
corner—a corner in which it is both more 
vulnerable and more dangerous than ever. 
Mr. Kim’s troubles started in the mid- 
1990s, when the D.P.R.K. slid from chronic 
food shortage into famine. Unable to deny 
the crisis, he asserted that the growing 
Yankee threat forced him to concentrate on 
national defense. Meanwhile, hungry bor- 
der-crossers were returning from China 
with information that the South was richer 
than the North. The regime did not deny 
this either, but declared it irrelevant: while 
the brethren in the Yankee colony had ma- 
terial comfort, the message ran, they would 
gladly give it up to live under the Dear 
Leader. Suspicious letters of thanks from 
half-identified South Koreans became a fix- 
ture of newspapers and magazines. 
Hardly had Kim Jong I] weathered the 


œe Mr, Myers is a North Korea analyst at Dong- 
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food crisis when his counterpart in Seoul, 
President Kim Dae Jung, embarked on the 
so-called Sunshine Policy of unilateral aid 
to the North. This posed a new problem for 
Pyongyang. It could hardly admit that the 
“Yankee colony” had the autonomy to pur- 
sue inter-Korean reconciliation. Neither 
could it make a show of biting the hand that 
fed it. The solution: a two-fold propaganda 
strategy. While the central news agency’s 
online service toned down criticism of the 
South Korean government, conveying the 
impression of a thaw in relations, media 
aimed exclusively at the North Korean au- 
dience went on condemning the rival state. 
Kim Dae Jung was mocked as a Yankee 
puppet, who would never have allowed in- 
ter-Korean “cooperation” had the rebel- 
lious southern masses not forced him to. 

The D.P.R.K. has stayed on much the 
same message since. A North Korean com- 
ic published in 2005, for example, shows a 
policeman in the South trying to arrest 
someone for praising Pyongyang. To his 
consternation he is taken to a plaza filled 
with banner-waving supporters of the Dear 
Leader. Needless to say, the nuclear test of 
October 2006 was depicted as sending the 
southern brethren into unprecedented 
transports of pride. One of them, only half- 
identified of course, praised the D.P.R.K. in 
the party daily for reaching “all its political, 
military and economic goals” through a 
“bold strategy of attack.” Meanwhile the 
conservative opposition in Seoul was dis- 
missed as a tiny, war-mongering clique 
swimming against the tide of history. 

So far this seems to have worked. The 
average North Korean is evidently proud of 
his country’s nuclear capability and reluc- 
tant to blame Kim Jong-il for the ruined 
economy. (The fact that most refugees are 
from the least educated and therefore least 
indoctrinated sector of society speaks for 
itself.) By spinning bad economic news in- 
stead of denying it outright, the regime 
seems to have held on to the public trust. 


We shouldn’t wonder at the North Koreans’ 
reluctance to realize that they toil for one 
greedy man. Like the rest of us, they yearn 
to attribute significance to their lives; this 
is one public need the “military first” re- 
gime has done a brilliant job of satisfying. 

But the General has been thinking too 
wishfully himself. His mythmaking was al- 
ways premised on the continued succession 
of cooperative South Korean presidents: 
“progressives” who would make pilgrim- 
ages to the North, and provide uncondi- 
tional aid that could be misrepresented as 
a tribute from the envious southern masses. 
Hence the stunned silence with which 
Pyongyang responded to last November’s 
election of South Korean conservative can- 
didate Lee Myung Bak to the presidency, an 
event utterly at odds with the myth of a pro- 
Pyongyang “Yankee colony.” In an ominous 
first sign of the new dispensation, the South 
insisted on mobilizing its own Red Devil 
fans at a World Cup qualifier in Pyongyang. 
Rather than allow such a subversive display 
of South Korean pride on his own soil, Kim 
Jong Il made sure the event was relocated 
overseas. Not long afterwards, President 
Lee loudly renewed his campaign pledge to 
apply conditions to economic aid to the 
North. His “Denuclearization and Liberal- 
ization 3000 Plan,” he explained, is to help 
raise the D.P.R.K.’s per-capita gross nation- 
al income to $3,000 in return for its ending 
all nuclear activities. This was the final 
straw for Kim’s propagandists, who broke 
their silence at last. Vilifying the new pres- 
ident as “the traitor Lee Myung Bak,” they 
began asserting—as the official worldview 
forced them to assert—that he had deceived 
the electorate about his intentions. 

It’s the early 1990s all over again, the 
important difference being that the North 
Koreans now enjoy far greater access to 
outside information. Black markets across 
the country do a roaring trade in smuggled 
DVDs, transistor radios and even Chinese 
cell phones. It can only be a matter of time 
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before the average North Korean realizes 
that it is his southern brethren and not the 
Yankees who are blocking reunification. 
This truth will undermine all the official 
myths, starting with the crucial myth of 
Kim Jong Il’s pan-Korean popularity. We 
can expect Pyongyang’s rhetoric and be- 
havior in the months ahead to reflect its ris- 
ing panic at this prospect. South Korea’s 
new president would thus do well to begin 
expressing himself more tactfully. Has he 
forgotten how angry the South Koreans 
were a decade ago, when the International 
Monetary Fund applied conditions to its 
own bail-out? Linking economic aid to 
Pyongyang’s good behavior is an excellent 
idea, but such a policy must be carried out 
discreetly, the way West Germany conduct- 
ed its Ostpolitik. Otherwise the “military 
first” regime will feel obliged to shore up 
the people’s pride in the state, to prove that 
it is as feared and respected as it claims. 
Billboards have already gone up in the 
North with the slogan, “We will settle the 
score with anyone who hurts our pride.” 
None of this augurs well for the Bush 
administration’s hopes of reaching a nucle- 
ar deal. They were, of course, unrealistic 
hopes to begin with. Having abandoned its 
Marxist-Leninist vision and morphed into 
a nuclearized military junta, the Kim re- 
gime cannot make peace with the Yankee 
scapegoat without declaring itself irrele- 
vant; this is just political common sense. It 
is no wonder that increased diplomatic or 
humanitarian contacts between Washing- 
ton and Pyongyang have always tended to 
be accompanied by intensifications of anti- 
American propaganda. We forget that the 
Dear General launched his “military first” 
policy in 1995, months after the signing of 
the Agreed Framework, when the threat of 
a U.S. attack was more remote than ever. By 
1999 the D.P.R.K. was Washington’s main 
aid recipient in Asia—its official media were 
urging “100,000 times revenge on the Yan- 
kee vampires.” Tension with America is the 


D.P.R.K.’s only justification for existing at 
all; the masses must thus be kept constant- 
ly at a feverish, paranoid-nationalist pitch. 
As for normalizing relations, nothing could 
be further from Kim Jong Ils mind. The 
day a U.S. embassy opens in Pyongyang is 
the day he goes from Supreme Commander 
to Supreme Unloader of Aid Crates—the 
day the poorer-but-prouder Korea becomes 
simply the poorer one. No regime could 
maintain popular support under such cir- 
cumstances, and yes, even repressive dicta- 
torships need popular support. 

And yet, many in U.S. diplomatic cir- 
cles refuse to believe that mere ideological 
or cultural pressures could induce Pyong- 
yang to act against its economic interests. 
(Just who are the real Marxists here?) It 
might be helpful in this context to recall 
Kim II Sung’s response to China’s Cultur- 
al Revolution, which he feared would un- 
dermine his own mystique; for years he 
engaged in chest-beating provocations of 
the outside world that infuriated his So- 
viet aid providers, from the capture of the 
U.S.S. Pueblo to attempted assassinations 
of his South Korean counterpart. Pyong- 
yang’s current plight is of course far grav- 
er—as would be the consequences of any 
return to violent adventurism. It is high 
time, then, that the outside world’s deal- 
ings with North Korea were informed by 
a greater awareness of its official culture. 
One hardly needs to keep waiting for dead- 
lines to elapse, or agreements to be cheat- 
ed on, to ascertain whether Kim Jong H's 
“diplomatic warriors” (as they are lionized 
at home) are negotiating in good faith. If 
they promise to do something that would 
constitute political suicide for the General, 
it is safe to assume that they are only stall- 
ing for time. For that matter, if Pyongyang 
will not make even the simple, inexpensive 
and easily revocable gesture of toning 
down its xenophobic hate-mongering— 
and make it now—there seems little point 
in continuing negotiations at all. w 
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Hu Jia in China’s 
Legal Labyrinth 


by Jerome A. Cohen and Eva Pils 





N APRIL 3, 2008, the Beijing 
Number One Intermediate 
People’s Court convicted 
Hu Jia, a 34-year-old Chi- 
nese commentator and ac- 
tivist, of the crime of “inciting subversion 
of state power” through publication of five 
articles and two interviews. It sentenced 
him to three and a half years in prison and 
subsequent deprivation of his political 
rights, including that of free expression, for 
another year. Although Mr. Hu’s case has 
remained virtually unknown to the Chi- 
nese people, by the time of sentencing it had 
become famous worldwide. When on April 
17 foreign journalists asked Chinese For- 
eign Ministry spokeswoman Jiang Yu about 
it, she gave the standard MOFA response to 
inquiries about political prosecutions: “The 
case was handled in accordance with Chi- 
nese law. China is a country under the rule 
of law, it abides by the law. No person is 
above the law and no one has a right to in- 
terfere with it.” 

It is not clear whether Ms. Jiang sent a 
copy of her encouraging statement to the 
Communist Party leadership. Yet, if Mr. 
Hu’s case represents the reality of China’s 





rule of law, people inside as well as outside 
the country have reason to be afraid, so 
flawed was it in both process and substance. 
This case, like the previous ones of human- 
rights advocates Gao Zhisheng, Chen 
Guangcheng and too many other activists, 
revealed the continuing struggle between 
old and new conceptions of political rule, 
constitutional rights and justice, played out 
by the defense lawyers, the authorities, the 
family of the accused and a muted, ill and 
tormented defendant. Understanding this 
struggle is the key to understanding the fu- 
ture of China's political-legal system. 
Many human-rights defenders, political 
dissidents and ordinary citizens seeking 
justice for themselves, their families and 
their communities have in recent years fall- 
en victim to an increasingly formalized, but 
not liberalized, criminal justice system that 
is used to suppress their voices. Are the pa- 
tient efforts of China’s growing number of 
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legal reformers and criminal justice ex- 
perts to protect the rights of Chinese citi- 
zens doomed to eternal frustration, just as 
China rises to greater prosperity, power 
and international influence? 


The ‘Crime’ of Opposition 


MR. HU’S CONVICTION for “inciting sub- 
version” was based on Article 105 (2) of the 
PRC Criminal Law. Enacted in 1997, this ar- 
ticle is a shapeless provision that allows 
people to be charged for any speech the re- 
gime deems capable of encouraging others 
to “subvert” (i.e., oppose) the ruling power 
or the “socialist system”, whatever that may 
mean today. Prosecutions of people under 
Article 105@) have demonstrated that fac- 
tual statements and assessments, even if ac- 
curate and valid and even if limited to 
advocacy of peaceful change, come within 
the scope of Article 105 (2). In his essays 
and interviews, Mr. Hu had engaged in 
peaceful, albeit sharp, opposition to the 
Chinese government and Communist Par- 
ty. In the court’s judgment he was quoted 
as saying: “We challenge this regime of dic- 
tatorship.” The regime, he said, “maintains 
itself by ceaselessly devouring people. The 
soil of dictatorship breeds greed, corrup- 
tion and power abuse.” 

Mr. Hu campaigned to help his country 
realize the nobler promises of its constitu- 
tion as well as international human-rights 
law, in particular the International Cove- 
nant on Civil and Political Rights CCPR), 
which China signed 10 years ago but has not 
ratified. In the months before his detention, 
Mr. Hu, who first rose to prominence by 
publicizing the plight of amps victims, be- 
came China’s most “plugged-in” and out- 
spoken human-rights monitor, recording 
the sufferings of fellow activists and their 
families. He was also an especially vocal 
critic of Beijing’s pre-Olympics suppression 
of other critics. On Dec. 27, 2007 these ac- 
tivities, intimately related to the forthcom- 


ing Olympics, resulted in his transfer from 
several years of strict surveillance, harass- 
ment and informal confinementin his home 
in “BOBO Freedom City” apartment com- 
plex to the status of an alleged criminal of 
fender confined in the much harsher 
conditions of a police detention center. 

Mr. Hu, it turns out, is actually a third 
generation political dissident. His parents, 
his mother’s father and her brother had all 
been declared as either “rightists” or “coun- 
terrevolutionaries” and subjected to an av- 
erage of 20 years of forced labor. Although 
Mr. Hu should have benefited from the pro- 
tections of a Criminal Procedure Law that 
did not exist when his elders were being 
persecuted, in practice those protections 
count for little. It is part of the logic of po- 
litical systems that treat opposition as a 
crime that they must not only punish the 
opposition, but also break its spirit. This 
cannot be done ina way consistent with re- 
specting the procedural rights of those ac- 
cused of inciting subversion. To break its 
opponents, the Chinese state has to violate 
its own recent constitutional and statutory 
commitments to safeguarding criminal de- 
fendants against the worst abuses. Legisla- 
tive progress has not deterred China’s 
police from honing their skills to the degree 
that they can now “successfully” deal with 
dissidents much more quickly than their 
predecessors did. 

Mr. Hu’s case is a sad example. As his 
wife, Zeng Jinyan, pointed out, for the first 
month of his detention he was interrogated 
almost every evening for periods from six 
to 14 hours; nevertheless, every morning 
beginning at six o’clock he was required to 
sit silent and motionless on a bench with his 
legs extended for six hours until noon. This 
torture, together with the associated sleep 
deprivation, was designed to soften him up 
for the evening sessions, which consisted 
for the most part of “persuasion-education” 
rather than questioning. The goal of this 
endless indoctrination was to get the iso- 
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lated and increasingly fatigued suspect “to 
repent and change his mind so that he could 
be returned to society sooner.” 

Mr. Hu’s jailers were also evidently 
counting upon his deteriorating health to 
diminish his resolve and ability to defend 
himself. This was actually the second 
round in their process of debilitating him. 
In 2006 he had emerged from his first po- 
lice detention, which lasted 41 days, with 
cirrhosis of the liver that had developed 
during his confinement. Although well 
aware of the delicacy of Mr. Hu’s condition, 
those who controlled his second detention 
did not respond to requests by his lawyers 
and family for a medical checkup during 
the entire three months of his pretrial de- 
tention. Only after conviction, when his 
lawyers sought to meet him on the last day 
he was eligible to file an appeal, were the 
lawyers informed that no meeting would 
be possible because Mr. Hu had just been 
sent for medical evaluation. 

At this writing it is not clear whether 
Mr. Hu had decided to appeal. Prior to his 
conviction, he told his lawyers that police 
detention conditions were so unbearable 
that he simply wanted to conclude the case 
as quickly as possible so that he would be 
moved from the detention house to the im- 
proved conditions often found in Chinese 
prisons. Mr. Hu, a Buddhist and vegetarian, 
was suffering from insufficient and inap- 
propriate food, which aggravated his illness 
and weakened his resistance to police pres- 
sures. Informed by the court, but not by 
their client, that Mr. Hu had decided not to 
appeal, his lawyers have now filed a peti- 
tion for medical parole. 


Friends, Family and Lawyers 


IN CASES SUCH as this, the police are usu- 
ally not content only to break the accused. 
They also seek to implicate his family and 
friends in order to subdue his support 
group. To accomplish this, they frequently 


coerce those close to him to say something, 
however slight, that would allow the police 
to label them “witnesses” to the “crime.” 
Mr. Hu’s wife, herself an activist and moth- 
er of a baby daughter, was subjected to pres- 
sures that came after the couple’s four-year 
ordeal had culminated in the criminal case 
against her husband. First, the police tem- 
porarily lived in their flat after taking away 
her husband. Later, the police moved to the 
flat upstairs from which they continued 
monitoring her every word, while pressing 
her to make a statement. For their own con- 
venience the police, after first confiscating 
the couple’s electronic devices, returned 
Ms. Zeng’s cell phone to her. This not only 
enabled them to keep track of her contacts 
and plans but, more importantly, also facil- 
itated their attempts to “educate” her into 
cooperation. Her tormentors made clear 
that failure to give them a statement could 
lead to her own prosecution. After a few 
weeks, Ms. Zeng agreed to give a symbolic 
statement that acknowledged that she and 
her husband had used different computers; 
but she remains under house arrest and 
pressure and surveillance from the police. 
Friends were also drawn into the net, by 
being pressed to identify Mr. Hu’s recorded 
voice in radio interviews, for example, or to 
state that they had seen Mr. Hu post essays 
on the Internet. In a case in which the de- 
fendant never disputed the only facts at 
stake—authorship of the essays and inter- 
views with which he was charged—the po- 
lice nevertheless used abduction, detention 
and threats to coerce these “witnesses.” Yet 
in the end the court would not even permit 
them to attend the trial, which was farci- 
cally characterized as an “open hearing.” 
Perhaps the most significant aspect of 
Mr. Hu’s case was the plight of his lawyers. 
In all systems criminal defense lawyers 
have to decide whether it is preferable to 
accommodate the authorities by advising 
their client to plead guilty in an attempt to 
obtain lighter punishment or to fight the 
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charges by resorting to the available legal 
tools. In political prosecutions in China the 
choice can be agonizing. Does one accept 
the logic of the traditional pre “trial” as a 
process for exhibiting the prisoner’s pre- 
sumptive “guilt” through “confession” and 
“repentance” that enact his mental subju- 
gation? This was the choice made by de- 
fense lawyer Li Jinsong, who spoke of his 
client’s “low level of criminality” and de- 
manded that Mr. Hu be given leniency as a 
first offender. 

But the other defense lawyer, Li Fang- 
ping, refused to follow this logic. A veteran 
courtroom advocate, he pleaded not guilty 
on his client’s behalf, urging the court to 
limit the breadth of “incitement to subver- 
sion” by construing the statute in light of 
the nation’s constitutional protection of 
freedom of expression. He argued the way 
any lawyer in a liberal legal system would, 
contending Mr. Hu committed no crime but 
had merely been exercising his right to free 
speech. It was an argument based on the 
freedom Mr. Hu had fought for. 

By following inconsistent strategies in 
the same case, Mr. Hu’s counsel mirrored a 
conflict characteristic of the reality of Chi- 
nese criminal justice. This was not the first 
time these defenders displayed their differ- 
ent approaches. Their variances may not 
have had much impact on the judges, who 
in political prosecutions generally pay little 
heed to the defense and, in this case, cur- 
tailed the lawyers’ presentations. But it 
could only have had a bewildering effect on 
reporting by the overseas media, as well as 
on the perceptions of those Chinese who 
learned about the case. Outside under- 
standing of such cases is already difficult 
enough because of their nontransparency. 
Courts refuse to come to grips with issues 
of free speech and procedural fairness in 
their judgments. The regime may manipu- 
late the release of information in an effort 
to discredit the defendant with his own 
supporters, saying that he has repented his 
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sins, as reported by Xinhua News Agency 
after Mr. Hu’s verdict; or it may even sug- 
gest that he collaborated with the authori- 
ties by “providing useful information.” 


Prospects for Reform 


WHICH OF THE two defense lawyers stands 
for the future of Chinese criminal justice? 
In considering prospects, we should be 
mindful of the past. In the days when po- 
litical offenders were still charged as “coun- 
terrevolutionaries,” the option of waging a 
meaningful defense was even less available 
than it is today. The question now is wheth- 
er and when it may prove possible for the 
constitutional and statutory protections 
that have gradually been evolving to be 
consistently implemented in practice. Al- 
though China’s leadership still prefers re- 
pression and control to an autonomous legal 
system and genuine justice, there occasion- 
ally are hints ofa diversity of opinion among 
the Standing Committee of the Communist 
Party Politburo. Pressures for reform are 
generated by the large number of legal pro- 
fessionals who did not exist a generation 
ago and by increasingly influential public 
intellectuals. Last January, for example, 
over 14,000 Chinese citizens signed a peti- 
tion organized by lawyers and scholars urg- 
ing the state to ratify the ICCPR and to 
demonstrate commitment to human-rights 
norms. One test of that commitment will be 
whether the National People’s Congress 
promulgates much-needed reforms to the 
Criminal Procedure Law. A harder test, be- 
cause approval would commit the govern- 
ment to protect freedoms of expression 
and due process, will be whether the npc 
ratifies China’s adherence to the iccpr. But 
the essential question remains whether leg- 
islative progress is reflected in practice, 
since, as Deng Xiaoping emphasized when 
they launched China’s famous and success- 
ful “Open Policy” in 1978, “practice is the 
only criterion of truth!” i | 





Keeping Burma’s 


Junta Afloat 


by Benedict Rogers 





OR THE FIRST time in 18 
years, the people of Bur- 
ma will go to the polls this 
month, in a referendum 
on a new constitution. But 
this ballot is very different from the elec- 
tions in 1990 which saw Nobel laureate 
Aung San Suu Kyi’s party, the National 
League for Democracy, win 82% of the 
parliamentary seats. 

The referendum this month could not 
be more of a sham. For a start, no one had 
seen the full proposed constitution until 
very recently—only the guidelines were 
available. Secondly, it is published only in 
Burmese—making it very difficult for Bur- 
ma’s ethnic minorities, who make up 40% 
of the population and inhabit 60% of the 
land, to understand what they are voting 
for. But most significantly, it is illegal to 
campaign against the constitution or even 
criticize it. Opponents are subject to a jail 
sentence of at least three years—and Law 
5/96 imposes prison terms of up to 20 years 
for discussing the constitution process. 

Several million Burmese will be com- 
pletely disenfranchised. There are about 
halfa million Buddhist monks in Burma to- 





day, almost equivalent to the size of the 
Burma Army, but monks and nuns are not 
allowed to vote in the referendum. Reli- 
gious leaders from other faiths are also ex- 
cluded. The Muslim Rohingyas, treated as 
noncitizens and therefore stateless, are de- 
nied a vote, and so are the 500,000 or more 
internally displaced peoples. Millions liv- 
ing in conflict zones in the ethnic states, as 
well as refugees who have fled to neighbor- 
ing countries and exiles further afield, will 
also be unable to vote. 

The regime has refused the United Na- 
tions’ request that international monitors 
be permitted during the referendum. Vot- 
ers can therefore have little confidence 
that their ballots will be cast in secret. In 
a previous military-run referendum in 
1974, voters were required to cast their 
votes in a “Yes” box or a “No” box, set apart 
from each other and visible to all. It is 
therefore abundantly clear that the regime 
will simply use the referendum to rubber- 
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stamp its new constitution—which, in 
turn, will enshrine military rule. The con- 
stitution drafting process completely ex- 
cluded Aung San Suu Kyi, the NLD and the 
major representatives of the ethnic groups. 
Most of the members of parliament elected 
in 1990 are in prison or in exile. Suu Kyi 
remains under house arrest, where she has 
spent more than 12 years, and apart from 
the occasional appearance with U.N. en- 
voys, she is held virtually incommunicado. 
The regime has rebuffed appeals for dia- 
logue. The delegates at the National Con- 
vention, which drew up the guidelines for 
the constitution, were handpicked by the 
junta. There was no debate, and none of 
the proposals made by the few ethnic rep- 
resentatives who did participate were ad- 
opted. Indeed, one participant told me it 
was like a religious ceremony where the 
delegates listened to the “sermon,” and 
then went home. 

The end product is a constitution that 
explicitly excludes political prisoners from 
contesting elections, and requires that the 
president be someone with military experi- 
ence. A person who has been married to a 
foreigner, or has children who are foreign 
citizens, is barred from standing. On all 
three counts, Suu Kyi is automatically ruled 
out. Although elections for a legislature are 
scheduled by the regime for 2010, under the 
new constitution the commander-in-chief 
ofthe Burma Army will appoint 25% of the 
national legislators and 33% of the regional 
and state legislators. He will also appoint 
the country’s defense minister, who will re- 
port to him. The military will have inde- 
pendent powers, including control of its 
own budget, and although the president 
will be able to decide the national budget, 
the army chief can seize power constitu- 
tionally at any point, if he happens to be- 
lieve that national security is threatened. 
There will be no independent judiciary. 

It is true that the democracy movement 
has decided to participate, and—coura- 


geously—to campaign for a “No” vote, in- 
stead of a boycott, but that should not be 
interpreted as legitimization. The democ- 
racy movement decided that, however 
flawed the process is, it presents a rare op- 
portunity to promote democracy and mo- 
bilize its supporters. 

It is worth reflecting on the context in 
which this plebiscite is held. The regime, 
now known as the State Peace and Devel- 
opment Council, is one of the most brutal 
and illegitimate in the world. The military 
originally seized power in Burma in a coup 
in 1962, when Ne Win deposed the elected 
government. On several occasions since 
then, notably in 1988, the regime has vio- 
lently crushed peaceful! popular uprisings. 
The most recent example, of course, was 
in September 2007 when thousands of 
Buddhist monks and civilians took to the 
streets in what became known as the Saf- 
fron Revolution. True to form, the regime 
launched a bloody crackdown, arresting, 
beating, torturing and killing monks and 
raiding monasteries. Although the consti- 
tution-drafting process has been under- 
way on and off since 1993, it is believed 
that the regime announced the May refer- 
endum on Feb. 9 this year, in an attempt to 
present a veneer of change, thus deflecting 
international pressure. The international 
community should not be fooled. 

Burma’s ruling junta is guilty of every 
conceivable violation of human rights. In 
addition to the suppression of democracy, 
the detention of more than 1,800 prisoners 
of conscience and the widespread use of 
horrific torture, the regime is perpetrating 
a campaign of ethnic cleansing in eastern 
Burma which amounts to crimes against 
humanity. Since 1996, more than 3,200 vil- 
lages have been destroyed by the Burma 
Army, hundreds of thousands of people 
driven from their homes into hiding places 
in the jungle, often without adequate food, 
medicine or shelter. The use of rape as a 
weapon of war is widespread, systematic 
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and well-documented. Forced labor, forced 
relocation, land confiscation and the use of 
human minesweepers are common fea- 
tures of the military’s conduct. Civilians 
are targeted ruthlessly, women and chil- 
dren shot at point-blank range and often 
grotesquely mutilated as a warning to oth- 
ers. Landmines are laid at the entrance of 
villages after an attack, to stop the inhabit- 
ants returning to their homes. 

In western and northern Burma, the sit- 
uation is no better. Forced labor, land con- 
fiscation, torture and rape are daily features. 
And for religious minorities—especially the 
Christian-majority Chin and Kachin popu- 
lations, and the Muslim Rohingya—their 
faith has become a target of war. While the 
regime does not hesitate to slaughter Bud- 
dhist monks who rise up against it, at the 
same time it ostentatiously wraps itself in 
the image of Buddhism and misuses reli- 
gion for its own ends. Christians in Chin 
State, for example, have been forced to tear 
down crosses and churches, and build Bud- 
dhist pagodas in their place, sometimes 
having to contribute the costs of the con- 
struction as well as the labor. Children from 
Chin Christian families have been lured 
from their homes and placed in Buddhist 
monasteries, forced to become novice 
monks. Christians are denied promotion in 
government service. Mosques are destroyed 
and Muslims discriminated against. Burma 
also has one of the highest numbers of forc- 
ibly conscripted child soldiers in the world, 
thousands of children have been taken off 
the streets and forced to join the military. 
One told me that when he made his escape 
he did so in the full knowledge that he 
would be killed if caught but, he said, “Life 
in the Burma Army had become so bad that 
I did not want to live anymore.” 

In the face of this catalogue of horror, 


and the regime’s plans to achieve some de- 
gree of legitimacy through the referen- 
dum, how should the world respond? 

: Firstly, it is vital that Burma remain on 
the international agenda. For a few weeks 
last September Burma broke through the 
media silence that has existed for too long, 
and dominated the headlines. The Saffron 
Revolution woke the conscience of the 
world—and the world cannot afford to go 
back to sleep. There are six major players 
who need to step up to the mark. The Unit- 
ed States and the European Union have al- 
ready been doing their part. The U.S. has 
the toughest sanctions of all, and last 
month approved a measure to award Suu 
Kyi the highest civilian honor in that coun- 
try, the Congressional Medal of Honor. 
The Eu has strengthened its previously 
weaker position since the recent demon- 
strations, and has banned investment in 
and imports of gems, metals and timber. 
Now it is time for China, India, Japan, 
Russia and the Association of Southeast 
Asian Nations—particularly Thailand and 
Singapore—to exercise greater responsi- 
bility, and for the U.N. to raise its game. 

At the U.N., it is time to recognize that 
Special Envoy Ibrahim Gambari’s efforts 
have failed, and that the secretary-general 
himself should play a larger role. A resolu- 
tion should be passed at the Security Coun- 
cil mandating Ban Ki-moon to go to Burma 
to facilitate talks between the regime, the 
NLD and the ethnic nationalities. If there 
is still no will for a resolution, then there 
should be another Presidential State- 
ment—similar to the one passed last Octo- 
ber, with China’s support, but tougher. The 
Security Council should also impose a uni- 
versal arms embargo on the regime in Bur- 
ma. The regime spends almost 50% of its 
budget on the military, and less than 2% 
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on health and education combined—and 
with no external enemies, it only uses 
arms to crush its own people. 

China is the junta’s biggest friend. Since 
1989, China has provided some $2 billion 
worth of arms at below market prices, in- 
cluding tanks, fighter aircraft, coastal pa- 
trol ships, small arms and light weapons, 
logistical and transportation equipment 
and military advisers. With this support, 
the regime has quadrupled the size of its 
army to 450,000. China is one of the largest 
investors in Burma, with projects exceed- 
ing $2.1 billion and direct investment of 
more than $281 million. In 2003, China pro- 
vided the regime with $200 million of eco- 
nomic assistance. Although some argue 
that China facilitated Mr. Gambari’s visit to 
Burma, in truth China has blocked all 
meaningful action. Despite calls from the 
U.N. General Assembly, 14 U.N. rappor- 
teurs, a dozen Nobel laureates, 59 former 
presidents and prime ministers, the U.S., 
the EU, Japan and Asean for the release of 
Aung San Suu Kyi, China persists in calling 
her detention an internal matter. In this 
Olympics year, as it faces pressure on Tibet 
and Darfur, China should use its influence 
with Burma to break the deadlock, secure 
Suu Kyi’s release and open up dialogue. 

Thailand’s imports from Burma—pri- 
marily natural gas—rose to $2.7 billion last 
year, amounting to 45% of Burma’s total ex- 
ports. Thai investment in Burma reached 
$1.34 billion, and looks set to rise further. 
The new government in Bangkok shows ev- 
ery sign of offering the junta even greater 
cooperation. Prime Minister Samak Sunda- 
rave] signed a new investment deal with the 
regime on his visit in March, and returned 
describing Burma’s senior generals as “good 
Buddhists” because they “meditated,” ig- 
noring the slaughter of Buddhist monks last 
September. In February the general secre- 
tary of the Karen National Union, the larg- 
est armed ethnic resistance group, was 
assassinated on the orders of the regime in 
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his home in Thailand—an act most analysts 
believe could not have happened without at 
least a nod from the Thai authorities. In 
March, Thai police raided 14 Karen organi- 
zations in Mae Sot—a sign that Thailand is 
increasingly appeasing the junta. 

India has reportedly stopped selling 
arms to the regime, yet continues to invest 
in Burma and remains relatively silent on 
human rights. Russia, which is training the 
regime in nuclear technology and transfer- 
ring equipment and arms, opposes any fur- 
ther action by the Security Council, 
including another Presidential Statement. 
Japan continues to be the largest donor of 
official development assistance (ODA) to 
Burma among the Group of Eight leading 
nations, and the aid flow has continued 
even after the bloody crackdown in 2007. 
Little aid, however, is directed to victims of 
the military regime’s abuses in Burma’s 
border areas. Japan is also a significant in- 
vestor, with a 19.3% stake in the Yetagun 
natural-gas field and several other major 
projects. Meanwhile, Singapore is the gen- 
erals’ preferred destination for banking, in- 
vestments, shopping, medical care and 
education for their children, as well as a 
channel for arms. 

It is unrealistic to expect these coun- 
tries to impose sanctions on Burma, how- 
ever desirable it may be. However, they 
should be pressured to cease some of their 
more irresponsible policies such as arms 
sales and technology transfers, and Singa- 
pore could introduce targeted banking 
sanctions on individual senior members of 
the regime and their families. Further- 
more, all of these countries—even if they 
continue to trade and invest—should use 
their influence to push the regime to 
change. They should be willing to speak 
out, both publicly and privately, and to end 
their policies of appeasement. At the very 
least, they should reject the farcical refer- 
endum next month and call for meaningful 
and inclusive dialogue. = 
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Paving the Path for 
Guam’s Boom 


by David B. Cohen 





HE TINY ISLAND of Guam 
is at the epicenter of the 
United States’ plans to re- 
align its military forces in 
East Asia and the Pacific. 
This U.S. territory—strategically located in 
the Western Pacific, a few hours flight time 
of Japan, Korea, China, Taiwan, the Philip- 
pines, Indonesia and Malaysia—is about to 
undergo a transformation unlike any in the 
region’s recent memory. A military invest- 
ment that has been projected at around $14 
billion will be pumped into the island over 
a few short years, turbocharging its econo- 
my and swelling its population by almost a 
third, to 225,000, in only five years. 

That population increase will result 
from the relocation of 8,000 U.S. Marines 
and 9,000 of their dependents from Okina- 
wa in Japan, the arrival of other military 
personnel and thousands of workers, and 
the magnetic attraction of increased com- 
merce. The relocation of the Marines alone 
will cost $10.3 billion and will entail the 
construction of a new military base, mili- 
tary housing and utilities. This project is 
ambitiously scheduled for completion by 
2014. Billions of additional dollars will be 





spent to expand facilities for the other three 
branches of the military. For example, “Big 
Navy” (as Naval Base Guam is known lo- 
cally) is planning to add a new pier to ac- 
commodate aircraft carriers; Andersen Air 
Force Base is building facilities to base 
Global Hawk unmanned aerial surveillance 
aircraft; and the Army is planning to bring 
a missile defense task force to help protect 
the increased concentration of military as- 
sets to be based on the island. The total 
number of military personnel and depen- 
dents on Guam is expected to increase from 
approximately 14,000 to almost 40,000. 
The current plan calls for Japan to fund 
about 60% of the relocation cost. Japanese 
money would come in two tranches: The 
government of Japan would pay $2.8 billion 
to the U.S. to fund barracks and other fa- 
cilities; and the Japan Bank for Interna- 
tional Cooperation would provide $3.29 
billion in loans and financial support for 
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housing and utilities. Given JBIC’s involve- 
ment, it is expected that Japanese compa- 
nies will play a large role in relocation. 

Another country that is expected to play 
a significant role in relocation is the Philip- 
pines, primarily as a source for the up to 
20,000 workers needed to build the facili- 
ties. The Defense Department is counting 
on legislation that would exempt Guam 
from caps under U.S. immigration law on 
the number of temporary workers that can 
be brought into the U.S. each year. Without 
such an exemption, it would be extremely 
difficult to find the workers needed to im- 
plement a project of this magnitude. The 
number of qualified workers in Guam’s 
small population is limited, and it would be 
costly to induce large numbers of U.S. work- 
ers to seek jobs in a place more than 6,000 
miles away from the U.S. mainland. The 
Philippines, which is approximately three 
hours from Guam by plane, has a large sup- 
ply of well-trained, English-speaking con- 
struction workers. Even with the exemption, 
however, U.S. Congress may still have to 
loosen the legal eligibility requirements for 
“temporary workers” to accommodate a 
project expected to last at least four years. 

The infusion of military cash into the 
small island’s economy is likely to attract 
private capital into Guam’s civilian econo- 
my. The real-estate market is already heat- 
ing up in anticipation of the population 
surge. Coping with that surge will require 
investment in Guam’s civilian infrastruc- 
ture, which is subpar by U.S. standards. 
This should create opportunities for com- 
panies involved in the development, con- 
struction and operation of critical 
infrastructure such as ports, power, water, 
wastewater and solid waste. The 55,000 ad- 
ditional people expected to arrive on 
Guam’s shores in a few years will all need 
places to live, shop and dine, products to 
buy, services to consume. 

Of the needed improvements to Guam’s 
civilian infrastructure, none is more impor- 


tant than the expansion of the island’s lone 
commercial port. Virtually all of the equip- 
ment and materials needed for the military 
construction will have to be shipped in, and 
the port does not have the capacity to han- 
dle the volume of shipments that will be re- 
quired. The military plans to increase the 
amount of cargo that it moves through the 
port by six times its current level. In order 
to accommodate that increase, the port will 
need an estimated $193 million worth of 
improvements. 

Privatization or public-private partner- 
ships could help Guam address its need to 
expand its port and to upgrade and expand 
its other critical infrastructure. However, 
privatization and public-private partner- 
ships present political challenges in Guam, 
where a disproportionate percentage of the 
electorate is employed by the local govern- 
ment. When the former Guam Telephone 
Authority was finally privatized in 2005, it 
was the last local exchange carrier to be op- 
erated as a government agency in the U.S. 
Guam has made other forays into public- 
private partnerships, including in power 
generation and waste management. A re- 
cent attempt to privatize the Guam Water- 
works Authority, however, ran aground in 
the local political process, and it is not clear 
whether Guam’s legislature will approve a 
public-private partnership for the port. 

If the expansion of Guam’s commercial 
port does not proceed quickly enough, the 
military also has the option of expanding 
and perhaps privatizing the Navy’s port. 
But that would deprive the government of 
Guam of the significant revenue that would 
have otherwise been generated for the com- 
mercial port. 

If the U.S. Defense Department and the 
government of Guam are ultimately unable 
to find a win-win solution to addressing the 
military’s needs for the port, it will be a set- 
back for both sides. Although Guamanians 
are among the most patriotic Americans 
and there is a good deal of excitement about 
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the economic benefits that the military in- 
flux is expected to bring, there is also con- 
cern that the Defense Department will not 
do enough to mitigate the massive impacts 
that will be imposed on the small island 
community. Some of the island’s political 
leaders have expressed the fear that eco- 
nomic benefits of the military investment 
will not be sufficiently spread throughout 
the community, and that Guam will be left 
to cope with increased strains on its over- 
taxed public infrastructure and rising home 
costs that are already pricing local working 
families out of the market. A small but in- 
creasingly active indigenous rights move- 
ment on Guam Is giving voice to anxieties 
that some in the community harbor about 
the military’s plans for the island. 

Secretary of the Interior Dirk Kemp- 
thorne, who is generally responsible for ad- 
ministering the U.S. relationship with 
Guam, proclaimed on a visit to the island in 
June 2007 that the military’s plans for 
Guam would not succeed unless they were 
“good for Guam and good for the neighbor- 
hood.” The Defense Department and the 
Interior Department have assembled a task 
force of more than 20 U.S. government 
agencies to address challenges and impacts 
associated with the buildup. The task force, 
which has met three times with delegations 
from Guam’s local government, has sub- 
groups to address needs in such areas as ci- 
vilian infrastructure, labor training, and 
health care. 

Guam Governor Felix Camacho and 
other local political leaders are watching to 
see how much the task force can actually 
produce in terms of additional U.S. govern- 
ment financial support for Guam’s civilian 
needs. The Defense Department, on the 
other hand, is seeking to dispel any expec- 
tation that the U.S. will simply “write a 
check,” as some on Guam are requesting, to 
completely fund the necessary upgrade and 
expansion of Guam’s infrastructure and 
public services. 
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Most observers agree that the currently 
cash-strapped government of Guam will 
eventually receive a great deal of revenue 
from the population and commerce that is 
being attracted to the island. Under U.S. 
law the residents of Guam, including mili- 
tary personnel stationed there, essentially 
pay the amount of tax that they otherwise 
would have paid to the U.S. government to 
Guam’s government instead. Similarly, cor- 
porate income taxes that would otherwise 
have been payable to the U.S. government 
for Guam business operations are paid in- 
stead to the government of Guam, which 
also imposes a tax on the gross revenues of 
businesses operating there. Guam officials 
acknowledge that the buildup is likely to ul- 
timately result in strong revenues flowing 
into local coffers, but contend that the local 
government and the local community will 
have to shoulder significant burdens long 
before these revenues start to materialize. 

In the Micronesian region of the Pacif- 
ic that surrounds Guam, there is a great 
deal of hope that the Guam buildup will 
be, to paraphrase Interior Secretary Dirk 
Kempthorne, “good for the neighborhood.” 
Guam’s closest neighbor is the U.S. Com- 
monwealth of the Northern Mariana Is- 
lands, which includes the island of Saipan, 
whose economy has recently been suffer- 
ing through the prolonged exit of its once 
mighty garment industry and a sharp de- 
cline in its other major industry, tourism. 
Leaders in the Northern Marianas are 
hoping that the U.S. military will signifi- 
cantly increase its activities in their is- 
lands as well, boosting the commonwealth’s 
economy. 

In the long run, there is little doubt that 
the buildup will be good for Guam and its 
neighbors. But those benefits will not be 
immediate nor will they come easily. In- 
stead, it will take some hard work for both 
the U.S. and Guam governments before 
the full potential of Guam’s boom-in-wait- 
ing is realized. i] 
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Hope and Hazard in Rural China 


by Shannon May 


HINA’S LEADERSHIP IS faced with 
the political need to provide its 
citizens with the fruits of eco- 
nomic development. Yet they must do so at 
a time when a carbon-fearing world is fo- 
cusing on how the waste of China’s growth 
pollutes far beyond its borders. Nevermind 
that it is the United States that carries the 
largest natural debt to the rest of the world 
for its cumulative carbon emissions since 
industrialization began. It is the rise of 
China and its rapid urbanization and in- 
creased per capita consumption that has 
been singled out as the greatest threat 
pushing humanity toward destruction. 
Such doomsday scenarios often invoke 
a Malthusian response to the anticipated 
effects of global climate change. The spec- 
ter of the overly fertile poor pushing the 
earth toward ecological collapse has now 
shifted to the hobgoblin of the poor clam- 
oring for the “American Dream.” If each 
person in China were to consume the same 
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amount of energy as the average person in 
America, China would metabolize more 
than 80 million barrels of oil per day—or 
the entire world’s current daily supply. 
This way of analyzing ecological crisis 
does more than highlight contradictions 
between supply and demand. It preserves 
present hierarchies of privilege and power 
as the norm. In this logic the rise of China 
becomes an idiom not only for the increas- 
ing consumption of Chinese residents, but 
also for the five billion people in the devel- 
oping world. 

If equity is to return to the forefront of 
sustainability debates, the urban-rural di- 
vide must no longer be seen as a natural 
barrier that preserves the harmony of the 
Earth’s present ecosystem. The ethical and 
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political quandary posed by the juggernaut 
of energy and consumption is how human- 
ity can move to greater equality of resource 
distribution, without deprivation—for 
Americans, Chinese and the rest of the 
world alike. What if rural urbanization 
could be done in such a way to both increase 
quality of life and economic opportunity for 
rural Chinese, while also positively affect- 
ing the globe’s carbon calculus? Ecocities 
in the countryside may prove to be the 
bridges that cross the socioeconomic chasm 
between rural and urban populations with- 
out the hazard of ecological collapse. 


What Are Ecocities? 


RATHER THAN ADDRESSING environmen- 
tal degradation in a piecemeal fashion, 
identifying a source of pollution and seek- 
ing to scrub it or stop it, ecocities are the 
embodiment of a way of envisioning the 
world in which there is no pollution. In the 
words that made architect and designer 
Bill McDonough famous, it is a place where 
“waste equals food.” In an ecocity, human 
habitat is designed with the recognition 
that the city, as the Earth, is a closed sys- 
tem. When a thing ends its life cycle ina 
place in which it is treated as waste, it is 
polluting a closed system that will eventu- 
ally become too full of detritus to support 
life. In this vision, by not recognizing the 
false premise of “waste” in a closed sys- 
tem, the economy of the industrial revolu- 
tion and the cities it bore have replicated 
this cradle-to-grave mentality at the plan- 
etary scale. With metric tons of carbon di- 
oxide equivalents now taken as the unit of 
measurement through which to approxi- 
mate ecological hazard, ecocities strive for 
a carbon-neutral footprint. 

Achieving the promise of carbon-neu- 
trality requires integrated systems plan- 
ning and construction—systems that are 
not present in most existing rural Chinese 
villages. While modifying existing systems 


of public infrastructure, waste manage- 
ment, and building practices within exist- 
ing cities can create carbon-neutral 
buildings and blocks for urban residents, 
ecocities in the countryside hold the prom- 
ise of sustainably increasing quality of life 
while bridging the last structural (if not le- 
gal) divide between the urban and rural 
populations through the extension of pub- 
lic infrastructure. 

Housing and public infrastructure act 
as the life-giving veins that form the city’s 
backbone and circulatory system, supply- 
ing the basic necessities of life (water and 
fuel). The population is no longer required 
to be entirely self-sufficient. Through the 
solidarity created by trade of products and 
exchange of services, the population is 
freed from the burdens of subsistence. 

Still responsible for the provision of 
their own basic needs—fuel for cooking 
and heating, and water—during harsh 
weather and environmental conditions, 
the days of many rural Chinese house- 
holds are consumed with struggling to 
survive. For the two coldest month of win- 
ter in eastern mountain villages of Liaon- 
ing Province, households must allocate 
five labor hours per day to build and man- 
age the fires necessary to warm the room 
up from the frigid minus 30°C tempera- 
tures outside, and another six labor hours 
preparing chopping and hauling wood fuel 
in preparation for next year’s winter. 

Since reform and opening began in 
1978, rural residents have witnessed the 
income of their urban comrades outpace 
their own by a ratio 3 to 1. When urban in- 
kind subsidies are included the income gap 
jumps to a ratio of 6 to 1, making this the 
largest such income disparity in the world. 
Yet the inclusion of in-kind urban subsi- 
dies such as housing allowances and 
healthcare still does not fully price in the 
economic opportunity cost of being born 
in rural China. Those 11 household labor 
hours a day in the dead of winter necessary 





not to freeze to death are 11 labor hours 
that cannot be spent earning income that 
can be spent on health care and education 
for one’s family. 

The integrated waste and energy sys- 
tems of ecocities have the promise of reliev- 
ing rural households of these subsistence 
burdens while decreasing overall carbon 
emissions. Rather than burning carbon- 
based fuels for energy procured individu- 
ally by each household, biogas systems can 
take human, animal or agricultural wastes 
from the household and return converted 
gas for heating and cooking. 

Such plans, in addition to a grey water 
infrastructure and solar-powered electric- 
ity, were at the core of the master plan to 
rebuild Huangbaiyu village as an example 
of the solutions that ecoc- 
ity could bring to rural 
China. Rather than cutting 
down the mountain woods, 
agricultural waste would 
fuel a biogas plant sustain- 
ing the community with 
energy; electricity would 
come from the sun; run- 
ning water would enter 
houses for the first time; 
and houses would be built 
only with materials that 
could be safely returned to earth or recy- 
cled. Architect and designer Mr. Mc- 
Donough took on the challenge of designing 
a sustainable housing development in this 
rural valley, turning to the perspective of a 
bird to guide him to decide the overall de- 
sign of the habitat, and following the drain- 
age of the watershed to indicate where the 
new, consolidated sustainable development 
should be constructed in the valley. 

Leading the way in establishing best 
practices in the field of sustainable design, 
Mr. McDonough inadvertently designed 
an ecologically sound plan—from the per- 
spectives of both birds and the green 
movement—that would devastate the local 
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economy and bankrupt the households 
whose lives were to be improved. From the 
perspective of lessening both the burden 
of the Earth in processing carbon and the 
burden of rural residents to remain alive, 
shifting the local fuel source from wood to 
agricultural waste seemed a brilliant solu- 
tion. The mistake was having government 
leaders and designers assume what was 
waste in an agricultural economy in which 
they did not participate. 

The corn stalks and cobs that were mis- 
taken for waste by the development team 
are the critical winter-food supply for one 
of the leading cash crops in the area: cash- 
mere goats. The 30% of the local population 
whose household income depends upon 
selling cashmere fiber each spring, the corn 
stalk “waste” already 
equals food, and without it 
their herds would have no 
fuel, and the family no in- 
come. The soil near a 
stream within the water- 
shed that was deemed in- 
efficient for cash crops was 
incorporated into the 
housing plan, and in the 
middle of the new ecocity 
development a lake was 
created as a community 
gathering point and scenic spot. While 
these lands are poor agriculturally, they are 
rich for aquaculture, for which they are 
presently used. With no consideration for 
fish as a cash crop within the ecosystem, 
these pools had no place in the master plan, 
and the 10% of households who depend on 
this income would fall victim to a so-called 
improved quality of life. 

At the heart of the promise of ecocities 
in the countryside is the provision of public 
infrastructure to liberate families from the 
burden of survival, and freeing up their 
time for more productive pursuits. While 
the biogas plant taking agricultural waste 
devastates the families that require that 





fuel as feed, it takes precious cash from the 
limited purses of each household in the val- 
ley. Along with the benefits of centrally pro- 
vided public service come regular cash 
payments. In the case of the Huangbaiyu 
biogas plant, between 15% to 20% of the 
median households annual income would 
now have to be paid to the utility. This cost 
competes against a families’ choice of pay- 
ing for a spouse’s health care, a child’s edu- 
cation or an adult son’s wedding. 

While a biogas plant may free up hun- 
dreds of labor hours per year per house- 
hold, there is no employment to be had in 
this valley in the dead of winter. Chopping 
down wood and burning fuel is the most 
economical use of one’s time, as it saves 
the family the expense of paying for ser- 
vices with cash that is dear. With family 
mountain forest lands sustainably man- 
aged eight to 10 year cycles for household 
use, in Huangbaiyu the implementation of 
a biogas plant would impoverish the local 
community while at the same time meet- 
ing the goals of global sustainability: low- 





ered carbon emissions. 

There’s the rub of sustainable develop- 
ment: Who does it sustain? Designing from 
the perspective of a bird, the soil, the water, 
the current best practices of sustainability 
erase the people from Huangbaiyu from the 
ecosystem, leaving only nature—and the 
gaze of the designers. Seeing the promise of 
ecocities from the perspective of those liv- 
ing the “American Dream,” the mission of 
the development became ensuring that any 
increased energy use in the countryside 
would not contribute to collapsing the foun- 
dations of their own livelihoods. The liveli- 
hoods of the impoverished had become 
invisible. This does not have to be the case. 
Huangbaiyu could have lived up to the 
promise of ecocities in the countryside— 
bridging the urban-rural divide while not 
contributing to ecological hazard. But for 
that to have been possible, sustainability 
would have had to begun from the premise 
that the lives and livelihoods of these rural 
residents were worth more than just their 
equivalence in carbon. © 


Nurturing Asia’s World Cities 


by Saskia Sassen 


RECENT STUDY OF more than 60 
A global economic centers yielded 
some interesting results. The sur- 
vey confirmed a familiar fact: A significant 
number of Asian cities are now major glob- 
al cities, i.e., they possess capabilities for 
servicing the global operations of firms 
and markets, for organizing enormous 
geographic dispersal and mobility, and for 
maintaining centralized control over that 
dispersal. Other findings were less obvious. 
For example, the yawning gap between 
Asia’s older established global centers such 
as Tokyo, Hong Kong and Seoul, and the 
global-city newbies such as Shanghai, 
Mumbai and even glistening Dubai. 


As globalization expanded in the 1990s 
it created a systemic demand for more and 
more global cities. Today, the worldwide 
network of the 50 or so global cities that 
are dispersed throughout the world, pro- 
vides the organizational architecture for 
crossborder flows of people, capital and in- 
formation. As many of the world’s econo- 
mies shift their reliance from the 
manufacturing to service sector, the 
growth of global cities will continue. Yet 
even an economy centered in manufactur- 
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ing or mining will feed the urban corpo- 
rate services economy. These are profound 
structural transformations that operate at 
regional, national and global levels. As a 
result we see the growth of these services 
for firms also in nonglobal cities. The dif- 
ference for global cities is that they have to 
deal with the most complex segments of 
the transformation: when a firm or a finan- 
cial exchange goes global, the level of un- 
certainty, the diversity of national legal, 
accounting, insurance systems, etc., all 
add to the complexity of management. 
The network of global cities has also 
expanded as more and more 
firms go global. The manage- 


ment and servicing of much of Lie 


the global economic system 2 New York 
takes place in this growing * T° 

car 4 Chicago 
network of global cities and 5 Hong Kong 
city-regions. The reconstruc- Table2 Bas 
tion of these cities—whether 1 e 

2 Copenhagen 

downtown and/or at the edg- 3 frankfurt 
es—is part ofthis new econom- 4 Munich 


ic role. It amounts to rebuilding * Vancouver 


key parts of these cities as plat- | 
forms for a rapidly growing 
range of globalized activities 
and flows, from economic to 
cultural and political. This also 
explains why architecture, ur- 
ban design and urban planning have all be- 
come more important and visible in the 
last two decades. 

This combination of deep structural 
transformation in all developed economies 
and the need for building the strategic ur- 
ban spaces of the new economy also cre- 
ates a whole range of new environmental 
challenges as more and more global cities 
expand their ecological footprint to a glob- 
al scale. China is only the grandest and 
most noted of this new generation of econ- 
omies, after that older generation repre- 
sented by the United States and the 
European powers have firmly planted 
their vast ecological foot on the world. 
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SOURCE: MASTER CARD GLOBAL CENTERS 
OF COMMERCE STUDY, 2007 


The tables nearby confine themselves 
to a few of the hundred data points in the 
larger study, but are sufficient to illustrate 
some interesting points. First, we include 
the top five “winning” cities to provide 
context. Then, we look at how Asian cities 
perform in the same category. (Occasion- 
ally an Asian city makes the top five.)For 
the most part, the data shown are subindi- 
cators, i.e., nonaggregated data. The one 
exception is Table 1, which describes the 
consolidated number based on the combi- 
nation of the 100 data points in the study 
organized into more than 40 subindica- 
tors. These subindicators in- 
clude very detailed economic 
data (how many days it takes 
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Beijing, Shanghai, and Bang- 
kok—cities we might have ex- 
pected to be in the top 10—are not. 

The next two tables measure general 
social conditions. Table 2 looks at the pro- 
vision of basic services including public 
transport and building maintenance, etc. 
The results show that only one Asian city 
is in the top five. Of note, Hong Kong and 
Seoul are in the middle range of the total 
group, while Shanghai and Beijing are 
way down the list, and Mumbai is at the 
bottom. 

Regarding issues that concern firms 
and markets, some Asian cities perform 
very well, especially in the area of investor 
protection where Singapore, Hong Kong, 
and Kuala Lumpur rank first, second and 





third followed by the group of nine U.S. 
cities in the study. Tokyo, coming in 20th 
place, performs poorly, as do Seoul, Jakar- 
taand most cities of the Chinese cities sur- 
veyed. Table 3 shows the ranking for ease 
of doing business. Singapore again excels 
among the Asian cities, while Hong Kong 
and Tokyo are in the lower end of the top 
20. The others are in the second half, with 
Mumbai and Delhi at the bottom. 

So what does the data mean for Asian 
cities, and for the issue of sustainability? 
The established Asian cities such as To- 
kyo, Singapore, Hong Kong, and Seoul do 
rather well as economic centers and, to 
variable degrees in terms of general popu- 
lation issues. Kuala Lumpur and, to some 
extent Bangkok, occupy median positions. 
But the newly invented or reinventend 
economic centers such as Mumbai, Delhi, 
Shenzhen, Jakarta and Chengdu, find 
themselves at the bottom of these 60 major 
economic hubs in several of the variables 
under consideration. 

These patterns are replicated in some of 
the other criteria not shown here. Perhaps 
most striking for a general public, given 
common notions in the media, is how poor- 
ly Shanghai, Beijing, Delhi and Mumbai do, 
all four major and glamorous newly re-glo- 
balized cities. Although, perhaps for those 
who live and work in these cities, these 
findings may not be so surprising. 

The cities that can be considered “most 
balanced,” i.e., that score well on factors 
that appeal to both corporate economic in- 
terests and as well as the general popula- 
tion’s desire for a good quality of life are, 
perhaps not surprisingly, cities in Western 
Europe. 

The challenges faced by Asian cities 
are both old and new. Among the old ones 





are access to basic social services, the need 
for better urban infrastructure, and the 
need to address growing numbers of poor 
and barely housed residents. Among the 
new challenges are those linked to envi- 
ronmental standards. There are also the 
new demands imposed by the global cor- 
porate economy. Both, old and new types 
of challenges will ultimately be critical for 
any reasonable understanding of sustain- 
able development. 

Chinese cities offer both examples of 
failure as well as signs of potential. The 
Chinese cities that made the overall top 
100 are extremely dynamic and have seen 
the most dramatic construction. Never in 
the recorded history have we seen such ac- 
celerated and vast growth. This scale of 
development should have facilitated the 
incorporation of existing environmentally 
friendly technologies. It is truly tragic that 
this, by and large, has not been the case. 
There is an extreme imbalance between 
China’s massive financial effort and first- 
rate conventional urban planning in its 
major cities and the absence of such envi- 
ronmentally friendly options. This goes 
from elementary but important items such 
as the absence of bike paths throughout 
Shanghai’s newly rebuilt city center, to the 
failure to implement solar and other alter- 
native modes of handling energy needs, 
including through the use of particular 
types of architecture. With its vast and ac- 
celerated urban-development process Chi- 
na could have shown us how to do it. Even 
now there is a whole new generation of 
city-construction under way in China, in- 
cluding the building of entire new cities. 
No other country is building on this scale. 
It is imperative that China do it right tas 
time and show the world. w 
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IN THE JAWS OF THE DRAGON: 
AMERICA’S FATE IN THE COMING 
ERA OF CHINESE HEGEMONY 
by Eamonn Fingleton 
Thomas Dunne, 368 pages, $25.95 


a eel cell aia 


Reviewed by MARY KISSEL 


HERE IS NOTHING scarier for the 
uninformed than the rise of Chi- 
na. Beijing’s bustling economy is 
fast outpacing its neighbors’ and threat- 
ening America’s economic dominance. Its 
authoritarian leaders are only pretending 
to embrace capitalism, forcing consumers 
to save their yuan, shackling workers into 
slave-like labor and suppressing the local 
currency. Evil American multinationals 
are playing right along, of course, lobbying 
hard for Beijing in Washington. And those 
vaunted foreign correspondents? They’ve 
all been duped. 

That, at least, is Eamonn Fingleton’s 
thesis. Mr. Fingleton, a former editor for 
Forbes and the Financial Times, is fa- 
mous for, among other things, predicting 
that Japan’s economy would overtake the 
United States by the year 2000. It’s a good 
bet that later generations of readers will 
consider In the Jaws of the Dragon equally 
misguided. 

That’s not because Mr. Fingleton’s chief 
observation—that China is growing rich by 
trading and at the same time maintaining 
its authoritarian political system—isn’t au 
courant. (James Mann’s eloquent essay, 
The China Fantasy, explored the political 
consequences of that reality last year.) But 
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from here he bogs down in flawed econom- 
ic reasoning, leading to a singularly flawed 
conclusion: America should junk its mem- 
bership in the World Trade Organization 
and shun free trade until China competes 
“fairly.” 

For that, it makes good reading, if only 
to understand the mind of a modern day 
protectionist. Start with Mr. Fingleton’s 
definition of what makes China “rich.” 
Like other economic alarmists, the au- 
thor believes trade is a zero-sum game. 
Consequently, the more China exports to 
the U.S., the more “power” the U.S. loses. 
Trade surpluses, in this vernacular, are 
“sood” and trade deficits are “bad.” Chi- 
na’s 2006 exports, which “totaled $974 
billion—just $50 billion less than Ameri- 
ca’s figure of $1.024 trillion,” are cause for 
worry. So, too, is the idea that manufactur- 
ing—whose products, the author claims, 
are “more exportable” than service in- 
dustries—has migrated to China. Beijing, 
the author claims, is masterminding this 
trickery. 

This recycled hand-waving should be 
familiar to anyone who lived through the 
Japan deficit scare on Capitol Hill in the 
1980s and early ’90s. Today, as back then, 
a trade deficit is nothing more than an ac- 
counting identity; it is the flip side of an in- 
vestment surplus. When China sells goods 
to U.S. consumers, those consumers give 
that company dollars. Those greenbacks 
don’t disappear. They eventually find their 
way back to the U.S., mostly in the form of 
purchases of financial assets such as Trea- 
sury bonds. But those purchases aren’t 
tallied in the trade balance. Trade figures 
also don’t take into account Chinese “ex- 
ports” that are actually just assembled for- 


eign parts. It’s been a wonderful bargain 
for both sides: Poor Chinese peasants are 
migrating to cities to work in factories and 
earn a better living, while American con- 
sumers receive the benefit of cheap goods, 
allowing them to concentrate on more pro- 
ductive pursuits. 

Those benefits get short shrift here, 
mostly because Mr. Fingleton has little 
confidence in the power of individual 
choice in China today. He believes that 
Beijing’s policy makers force citizens to 
save through a combination of constrained 
credit, housing policy 
and restricted travel. 
These forced savings 
are a “devastating secret 
weapon,” and its adop- 
tion across East Asia is 
“the most consequential 
geopolitical change agent 
since Henry the Naviga- 
tor launched the Age of 
Discovery in the fifteenth 
century.” The wise man- 
darins, of course, then 
redeploy that capital to 
better use. 

This is, among other 
things, aremarkable state- 
ment of trust in the virtues of centralized 
economic planning, given the fate of the 
Soviet Union and the modern day exem- 
plars North Korea and Burma. But it would 
also come as a great surprise to the vast 
majority of Chinese citizens. Those who do 
have money to stash away do so not to fund 
a world-conquering national strategy, but 
to pay for all the things the state does lit- 
tle to provide: education, health care and 
retirement. Mr. Fingleton’s thesis would 
also come as a great surprise to Chinese 
policy makers themselves, who realized, 
starting with Deng Xiaoping in the early 
1980s, that the Communist Party’s surviv- 
al would be wholly dependent on its ability 
to increase its citizens’ economic wellbe- 
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ing. Such a realization is hardly consistent 
with suppressing consumption. 

If anything, China has embraced capi- 
talism more quickly than even the Party 
itself envisaged. After joining the World 
Trade Organization in 2005, China threw 
open its doors to foreign investment across 
a wide spectrum of industries, attracting 
a flood of inward investment. That invest- 
ment, in turn, has had inflationary effects 
that China has had to mitigate through 
further liberalization; for instance, by al- 
lowing capital to flow more freely out of 

the country—giving more 
choice to individual Chi- 
nese savers. Mr. Fingle- 
ton rightly points out 
that China hasn’t lived 
up to all of its promises, 
especially regarding the 
protection of intellectu- 
al property rights. But he 
also ignores how Chinese 
companies themselves are 
starting to demand better 
protections, as they devel- 
op proprietary technology 
of their own. Not to men- 
tion that now, the U.S. and 
China can use the wTo’s 
arbitration mechanism to settle disputes 
amicably, rather than through damaging 
trade wars. 

But it is trade wars that Mr. Fingleton 
ultimately advocates, even if he doesn’t say 
so outright. “Americans have an epochal 
choice to make: globalism or democracy,” 
he says. “They cannot have both.” Opening 
up to trade with China has only exposed 
the U.S. to a Confucian society which is 
“stronger” than Western society. The only 
choice, then, “can be summed up in one 
word: tariffs.” Hearkening back to Smoot- 
Hawley Tariff Act of 1930, which raised 
tariffs on thousands of imports to the 
U.S., Mr. Fingleton advocates raising tar- 
iffs “gradually” to 15% or 20%, then with- 
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drawing from the wTo. “There is nothing 
sacred about free trade, and this is obvious 
to anyone familiar with economic history.” 
If only Mr. Fingleton’s book had outlined 
such an argument. If anything, a close 
reading of In the Jaws of the Dragon makes 
the case for just the opposite conclusion. 


THE ENCHANTRESS OF FLORENCE 
by Salman Rushdie 
Jonathan Cape, 368 pages, £18.99 
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Reviewed by PAUL MOZUR 


ALMAN RUSHDIE’S NEW novel, 
The Enchantress of Florence, rang- 

es between the Mughal court of 
Akbar, Medici-era Florence and the battle- 
fields of Central Asia, all the while mas- 
terfully mixing European renaissance and 
Persian poetic traditions. For 
most writers, such range is 
undreamed of, and at times, 
this ambitious straddling 
of cultures has proven too 
much even for Mr. Rushdie. 
Although he has perhaps 
done the best job blending 
the literary and historical 
traditions of the East and the 
West in the past half century, 
some of Mr. Rushdie’s more 
recent works have seemed a 
touch overextended. 

In his previous offering, 
Shalimar the Clown, Mr. Rush- 
die’s prose and storytelling were in fine 
form, but the task of hopscotching between 
modern-day Los Angeles and New York, by 
way of Strasbourg and an idealized Kash- 
mir left the novel feeling at times general- 
ized, if not disingenuous. As Pankaj Mishra 
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wrote in the New York Review of Books, 
“Tt may seem unfair to fault a writer of fic- 
tion for inaccurate or partial history.... But 
it is clear from Rushdie’s omissions and em- 
phases that he wants Shalimar the Clown to 
yield a particular truth about Kashmir and 
the world rather than talk about them ‘in 
every possible way.” 

Happily, in The Enchantress, Mr. Rush- 
die does not spread himself too thin, firm- 
ly couching his fiction in the mythologized 
stories of Medici-era Florence and the reign 
of the Mughal emperor Akbar. An unabash- 
edly political author, Mr. Rushdie refresh- 
ingly makes use of this historical space to 
disengage from explicit current affairs and 
create a more fitting milieu for his whim- 
sical, allegory-driven story. The result is a 
highly entertaining, philosophical tour de 
force, whose style fittingly echoes the liter- 
ary traditions of the time in which it is set. 

Still, Mr. Rushdie’s novel is by no means 
apolitical; he has chosen 
contested historical ground 

as the backdrop for his sto- 
ry. Although at the time of 
his reign Akbar was popu- 
lar amongst Hindus (and 
in some Rajasthan liter- 
ary traditions he has been 
equated with Lord Ram), 
the legacy of the Mughals 
in India remains a point of 
conflict between Hindus 
and Muslims. One flash- 
point occurred in 1992 when 
Hindus destroyed the Babri 
Mosque, allegedly built by 
the Mughals on the site of a Hindu temple 
they destroyed; the site is also the alleged 
birthplace of Lord Ram. Debates about the 
history of the mosque and whether to build 
anew temple on the site continue today. 

As with much of Mr. Rushdie’s work, the 
historical serves as the launching point for 
the fictional and The Enchantress is no ex- 
ception. The story begins with a traveler, 
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Niccolò Vespucci (a relation of Amerigo), 
who comes to the court of Akbar, the fa- 
mously tolerant and open-minded Mughal 
emperor, with a story to tell. For the dura- 
tion of the book, the narrative bounces be- 
tween Akbar’s court in Fatehpur Sikri and 
Niccold’s tale set primarily in Medicci-era 
Florence. 

Niccold’s story (and Mr. Rushdie’s as 
well) revolves around Qara Köz, the al- 
leged sister of Babar, founder of the Mu- 
ghal empire, whose beauty strikes any 
man who regards her dumb with love. 
In Qara Köz Mr. Rushdie has powerful- 
ly refigured the character Angelica from 
Ludovico Ariosto’s Italian epic Orlando 
Furioso—throughout the story Qara Köz 
is accompanied by her maidservant, Mir- 
ror, who closely resembles her, but some- 
how remains less beautiful. 

As the tale unfolds it spans Asia and Eu- 
rope and tracks the fate of the princess from 
her leaving of Babar for the Safavid Shah, 
Ismail to her capture by Argalia, a Floren- 
tine who seeks his fortune in the East and 
makes good as an Ottoman warrior. He 
claims Qara K6z for himself after his Otto- 
man army defeats the Safavid Shah’s army 
(and she quickly falls in love with him). 

Driven out of the Ottoman kingdom by 
the Sultan Selim the Grim because of the 
Sultan’s desire for Qara K6z, Argaliareturns 
to his home of Florence with Qara Köz, 100 
Janissaries, and a “quartet of Swiss albino 
giants” in tow. In Florence, he rejoins his 
childhood friends Ago and Machia (Ma- 
chiavelli) and becomes the leader of Flor- 
ence’s military under the rule of Giuliano 
and then Lorenzo Medici. Meanwhile, the 
denizens of Florence quickly embrace Qara 
Köz, “a princess not only of far away Indy or 
Cathay, but of our own Florence too.” Her 


beauty is claimed to miraculously heal the 


sick and the Medici Pope, Leo X, even hints 
that she might be a living saint. 

But the lost Mughal princess is not des- 
tined to be canonized, instead she is slowly 
enervated by the attention of Florence and 
her looks fade. One day while Argalia is out 
campaigning, Lorenzo Medici dies a new- 
world death from syphilis and Qara Köz 
is blamed. Branded a witch, her palace is 
beset by a mob of Florentines. Argalia re- 
turns from the campaign just in time to 
give his life to slow the mob so that Qara 
Köz can flee. Away from danger, Qara Köz 
escapes to the newly named America to 
live out her days with Ago and her maid- 
servant the Mirror. 

At the end of his story, Niccolò Vespucci 
claims to be Qara’s son, which would make 
him a Mughal prince. However, Ackbar 
notices a discrepancy in Niccolo’s story; 
Niccolò should be a generation older than 
he is, leading Ackbar to question the verac- 
ity of the tale. Finally, Akbar, the acutely 
self-aware, self-analytical “Universal Rul- 
er” and “the perfect man” is left to judge 
whether Niccolo should be accepted as a 
Mughal prince or cast away: 


Was his (Niccold’s) presence among them 
a blessing or a curse? Would his elevation 
to high rank result in the empire being 
blessed, or would it, by offending against 
some dark law of Fortune, bring down di- 
saster upon the realm? Was foreignness 
itself a thing to be embraced as a revital- 
izing force bestowing bounty and success 
upon its adherents, or did it adulterate 
something essential in the individual and 
the society as a whole, did it initiate a pro- 
cess of decay which would end in an alien- 
ated inauthentic death? 


Although varying conceptions of for- 
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eignness and cultural conflict can be said to 
lie at the center of Mr. Rushdie’s novel, uni- 
versals that trascend and link the disparate 
cultures of the book abound. Qara Köz is as 
beautiful to the Florentines as she is to the 
Mughals, Persians and Ottomans. Niccold’s 
powers as a storyteller work across several 
continents. And in the epigraph, Mr. Rush- 
die selects passages from Francesco Pe- 
trarch and Mirza Ghalib, fathers of similar 
literary movements in their respective cul- 
tures that use idealized love as inspiration 
for artistic creation and philosphical inqui- 
ry. In the end, the primary drivers of vio- 
lence and conflict in the book are everyday 
ambition, lust and jealousy, not some hy- 
perbolized gap between cultures. 

As Akbar ruminates on Niccolò’s fate 
and Mr. Rushdie’s novel races to its final 
dénouement, this new look at old Rushdie 
themes shines. Its lush narrative and re- 
freshing economy ensure it will be remem- 
bered as one of his best. 
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Reviewed by DENIS MCMAHON 


N A CASE of a lesson too well 
| learned, the foreign reserves 
amassed by East Asian nations 


to defend their currencies against an- 
other 1997-style financial crisis, are be- 
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ing signaled out as the next great threat 
to global financial stability. The symbiotic 
relationship whereby Asian governments 
used those reserves to buy huge amounts 
of dollar debt—keeping United States in- 
terest rates low and subsidizing U.S. con- 
sumers’ purchases of Asian exports—was 
always unsustainable in the long term. But 
the unraveling of the U.S. financial system, 
the looming threat of recession and the de- 
clining value of the dollar signal the com- 


' ing end of the virtuous circle. What East 


Asia does about it is drawing more atten- 
tion to the region’s monetary policy than 
at any time in the last 10 years. 

How East Asian economies unwind 
these imbalances and allow their weak 
currencies—the lynchpin of the whole 
system—to rise, is the theme of Toward an 
East Asian Exchange Rate Regime, a compi- 
lation of essays from economists through- 
out the region. And while they present 
fairly divergent views of what needs to 
be done, and what Asia needs from an ex- 
change regime, they do share a common 
ground: that East Asia needs to coordinate 
the appreciation of its currencies against 
the dollar. 

Given the export dependence of econo- 
mies in the region, so the argument goes, 
no one country is likely to be willing to uni- 
laterally revalue at the risk of surrendering 
its export competitiveness with other coun- 
tries. Coordination would not only help 
avoid this dilemma, but also guard against 
potential market turmoil as central banks 
shift reserves out of dollars into a more bal- 
anced portfolio. The essays also argue that 
the underlying real economy supports in- 
tegration. “The growth of intraregional 
trade...along with growing intraregional 
FDI flows creates a base for maintaining a 
reasonable degree of intra-Asian exchange 
rate stability,” Duck-Koo Chung and Barry 
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Eichengreen, the editors of the compilation 
sum up in their introduction. 

Proposals for intraregional monetary 
and economic integration are nothing 
new to Asia, but meaningful coopera- 
tion remains elusive. The Association of 
Southeast Asian Nations Free Trade Area 
remains the lesser cousin to both the Euro- 
pean Union and the North American Free 
Trade Agreement, in part because partic- 
ipating countries put their own interests 
ahead of the group, opting out of tariff 
cuts on sensitive domestic industries. The 
most successful example of cooperation, 
the web of cross-currency swaps expand- 
ed under the Chiang Mai Initiative to de- 
fend against speculative attack, works well 
because its doesn’t encroach on the sover- 
eignty of the signatories. 

This, and by extension the region’s tra- 
dition of noninterference in each other’s 
affairs, is hardly conducive to building a 
cooperative exchange-rate framework. 
The diversity of economies in the region 
only makes matters worse. And any regime 
would require the leadership of either Ja- 
pan or China, neither of whom would be 
comfortable with the role being taken on 
by the other. 

None of the essays address these hur- 
dles head on. Rather, Masahiro Kawai 
from the Asian Development Bank says 
that the trend of using a currency basket 
instead of the dollar as a reference for re- 
gional currencies is already building the 
foundations of cooperation. Similarly 
Gongpil Choi from the Federal Reserve 
Bank of San Francisco argues for market- 
based coordination to try to bypass some 
political barriers. But on the whole, the 
writers focus on the merits of integration 
and suggest the barriers will eventually be 
overcome with time and the slow process 


of trust and institution building. 

Perhaps one of the most interesting in- 
sights comes from Yu Yongding, the former 
academic member of the People’s Bank of 
China’s monetary policy committee. In his 
essay he suggests that the need to unwind 
global imbalances would actually diminish 
China’s interest in a regional exchange- 
regime project. “As China comes to direct 
the majority of its production to the do- 
mestic market, arguments about the need 
for regional monetary and exchange rate 
cooperation to help stabilize its terms for 
access to external markets will lose some 
of their urgency.” 

Considering that Asia’s high degree of 
vertical trade integration is one of the rea- 
sons monetary integration would be of val- 
ue to the region, disinterest from China, the 
key link in Asia’s supply chains, would bea 
blow. With political barriers clearly stacked 
against achieving some sort of monetary 
cooperation, at least in time to be of help in 
unwinding existing global imbalances, the 
whole exercise feels a little quixotic. 

“East Asian monetary integration is 
an issue that will not go away,” the book’s 
preface begins, noting the issue was raised 
at the time of the financial crisis in 1997, 
the advent of the euro in 1999 and floated 
as China’s emergence spurred greater re- 
gional trade. But rather than burnish the 
credentials of the debate, it gives the sense 
that East Asian monetary integration is an 
agenda in search of a cause. The book of- 
fers an interesting discussion of alterna- 
tive anchors to the dollar, particularly in 
the context of growing unease about the 
dollar’s enduring viability as the world’s 
single reserve currency. But there is a 
sense that if monetary integration doesn’t 
gain traction now, the next time the region 
is faced with a financial crisis, we will like- 
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ly be having the same debate, just repack- 
aged for the times. 

At first glance, Monetary Policy with 
Very Low Inflation in the Pacific Rim, an- 
other collection of essays, also promises 
a discussion of the idiosyncrasies of East 
Asian monetary policy. However, seldom 
is abook more misleadingly titled. Rather, 
the compilation is almost exclusively con- 
cerned with deflation in Japan and the 
failure of interest rate cuts to stimulate the 
economy. One can’t fault the editors in try- 
ing to sell the well-worn story of Japan’s 
sclerosis to a broader audience. But defla- 
tion is not unique to Japan in the Pacific 
rim. The introduction to Monetary Policy 
itself notes that mainland China, Hong 
Kong and Taiwan have also been through 
bouts of negative inflation—the absence 
of their experiences in this compilation 
makes the title all the more bewildering. 

Mislabeling aside, this highly academic 
book is unlikely to be a must read for poli- 
cy wonks any time soon. That’s not to dis- 
count the threat of deflation—as recently as 
two years ago China’s industrial oversup- 
ply problems threatened to push inflation in 
that country into negative territory. It’s just 
that inflation looms as a greater headache 
for policy makers in coming years with oil, 
resource and food prices all pushing high- 
er. And with wage and currency pressures 
weighing on China’s exports, the price of 
consumer goods around the world are al- 
ready creeping up. While it is a worthy 
collection of scholarship on an important 
economic event, history has moved on for 
the meantime and regional monetary poli- 
cy has another set of priorities. 

Both books are heavily informed by the 
legacy of crises: for one, how the malaise 
from which Japan has yet to fully recover 
could have been avoided; for the other, how 
East Asia can weather the period of adjust- 
ment likely necessary to unwind the defens- 
es built after the turmoil of 1997. That East 
Asia is still struggling with the implication 
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of events more than ten years ago certainly 
raises concerns for a region that is home to 
two drivers of the world economy. But with 
shortages and rising prices suggesting the 
next crisis may be more global in nature, 
the lessons of the recent past may not be 
immediately relevant. 


DEMOCRACY AND NATIONAL 
IDENTITY IN THAILAND 
by Michael Kelly Connors 
Nordic Institute of Astan Studies Press, 
293 pages, £15.99 
ett fr 


Reviewed by BERTIL LINTNER 


ANY READERS MAY find the lan- 
guage used in this book some- 
what obscure and confusing, 
perhaps even bombastic with concepts 
such as “organismic metaphors” and 
“democrasubjection.” It may be a heavy 
read, but it is nevertheless worth reading 
in order to understand Thailand’s often be- 
wildering political developments. Michael 
Connors, a lecturer at La Trobe University 
in Melbourne, analyzes Thailand’s rocky 
road toward democracy over the past cen- 
tury, and how it has related to the forma- 
tion of a Thai national identity. This long 
road began with King Chulalongkorn, who 
reigned from 1868 to 1910 and built the ad- 
ministrative structure of the nation-state 
in response to the threat of colonialism. 
His son and successor Vajiravudh 
passed a Nationality Act which simulta- 
neously excluded and included different 
sections of the Chinese population. He 
also introduced compulsory education, a 
new flag and Thailand’s first university— 
and proper names and surnames for ev- 
erybody. Until then, most ordinary Thais 
had been known only by nicknames such 
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as Brother Frog or Sister Sugarcane. Thai- 
land was becoming a modern nation, but, 
the author quotes Thai academic Seksan 
Prasertkul as saying: 


By dividing the Chinese into natives and 
aliens, the Thai state was able to weaken 
the capitalist class politically, and re-es- 
tablish its political dominance in relation- 
ship with the local bourgeoisie, it was a 
situation in which capitalism was allowed 
to grow but not the political influence of 
the capitalist class. 


Power remained in the hands of the 
Thai aristocracy, but the modernization of 
Thailand, and the emergence of a strong 
military and bureaucracy, led to the 1932 
“revolution” and the abolition of the abso- 
lute monarchy. “Democracy,” Mr. Connors 
writes, “was seen as just one more compo- 
nent in the package of modernity towards 
which the new elite aspired.” 

But the “democracy” that emerged dif- 
fered considerably from the parliamentary 
systems of the West. The Thai system is 
what Mr. Connors calls “democrasubjec- 
tion,” or, in plain words, democracy from 
above. He argues that the people are sub- 
jected to “imaginary forms of self and col- 
lective rule.” 

Under that system, various strongmen 
have emerged, often riding on waves of na- 
tionalism, sometimes verging on jingoism. 
This, Mr. Connors argues, has led to tug 
of war between authoritarian national- 
ism—and royal liberalism, manifested by 
the re-emergence under the present mon- 
arch of the palace as a strong, moral force 
in society. 

Mr. Connors outlines in chronological 
order events throughout the 20th century 
which have shaped Thai polity and identity, 


The new Thai government includes some rather shadowy 
figures, and has revived old Thai Rak Thai populist policies. 






from the kings to Phibun Songkram, Sarit 
Thanarat and Thanom Kittikachorn—mil- 
itary strongmen who have ruled through 
what Thai academic Thak Chaloemtiarana 
has called “the politics of despotic pater- 
nalism,” a concept perhaps not that differ- 
ent from “democrasubjection.” Thailand’s 
type of democracy is based on “benevolent 
regimes” and “dependent subjects”—not 
egalitarianism and active, popular partici- 
pation in the political process. 

The most recent “authoritarian nation- 
alist,” former prime minister Thaksin Shi- 
nawatra, was a businessman, nota military 
man, and he won two elections on populist 
agendas such as cheap, universal health 
care and rural development programs. But 
he was also not just engaged in a “tug of 
war” with traditional power centers. He 
challenged them, which led to the Septem- 
ber 2006 coup. According to Mr. Connors: 
“When the coup group say they launched 
the coup for the sake of democracy, they 
mean Thailand’s ‘constitutional monar- 
chy.” And although the coup, at first, was 
popular among the population at large, it 
soon lost that support. Mr. Connors ar- 
gues that, “If under Thaksin the rule of 
law had been in the intensive care unit, the 
CDR (the junta) has taken it to the mortu- 
ary table. They annulled the constitution, 
banned political gatherings, censored the 
press, and declared theit decrees to have 
the status of law.” 

The first edition of Mr. Connors’ book 
was published in 2003—before the putsch 
against Mr. Thaksin—so he has added a 
postscript to this reprint, which analyzes 
more recent developments. But he did not 
anticipate the December 2007 election vic- 
tory for the People’s Power Party, which ba- 
sically is a reincarnation of Mr. Thaksin’s 
disbanded party, Thai Rak Thai. So it is 
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hardly unlikely that “the coup group, in co- 
operation with other establishment forces, 
may move Thailand towards a more con- 
servative law-and-order democracy.” 

On Feb. 1, 2008, Jon Ungphakorn, a 
former senator for Bangkok and now 
chairman of the Thai Non-Governmental 
Organization Coordinating Committee on 
Development, wrote in the Bangkok Post 
that the new government, headed by Sa- 
mak Sundaravej, was “A dream team for a 
nightmare.” It includes some rather shad- 
owy figures, and has revived many of the 
old TRT’s populist policies as well as the 
controversial “war on drugs,” which in 
2003 led to extrajudicial killings across 
the country. Many of the over 2,000 vic- 
tims had nothing do to with drugs. 

But Thailand’s new government was 
elected by the populace, which shows that 
the “democrasubjection” model pursued 
by the 2006 to 2007 military-installed gov- 
ernment had not been entirely successful. 
Perhaps Thailand is on the threshold of a 
more modern democracy discourse? Only 
time will tell, but this book will help many 
better understand the complexities of 
modern Thai politics, its various actors— 
and why, in Mr. Connors’ words, moves to 
create democratic institutions in Thailand 
have been largely “still born.” 


INDIA AFTER GANDHI: 
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| HE SURVIVAL AND resilience of 
l India is something that has been 
taken for granted by most Indians 


born in or after the 1970s and questioned 
anxiously by those born earlier. What is ìt 
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that has contributed to the country’s sur- 
vival despite all its seemingly fissiparous 
traits—multiple languages, religions, eth- 
nic groups and ways of life. The question 
remains as relevant today as it was when 
India was a fledgling republic. This is the 
central theme in Ramachandra Guha’s de- 
tailed and thought-provoking history of 
post independence India. Mr. Guha is not 
a conventional historian—he has acquired 
degrees in economics and sociology and 
pursued a teaching career before becoming 
a full-fledged writer and journalist. Yet, his 
history of India is not amateurish. 

Mr. Guha must be congratulated for giv- 
ing us a book which so ably covers India’s 
transformation from a seemingly doomed 
state to the vibrant, if at times, chaotic de- 
mocracy of today. The role played by the 
titans of the time—Jawaharlal Nehru, Val- 
labhbhai Patel, B.R Ambedkar—in laying 
the ideological and geopolitical founda- 
tions of the Republic have been delineated 
with compassion and insight. This is in wel- 
come contrast to the unfortunate tendency 
in Indian analyses today to cut past leaders 
to size and to interpret—and judge—their 
decisions and policies with the convenient 
prop of hindsight. Mr. Guha has also been 
meticulous in providing a wealth of detail 
about what transpired behind the scenes 
in these tumultuous decades. 

The book begins with the events lead- 
ing up to the handing over of sovereignty 
on Aug. 15, 1947, and all the backroom dra- 
ma that went with it. Mr. Guha points out 
that there were then four axes of conflict— 
caste, language, religion and class—each of 
which posed a grave threat to the state. 

The first major challenge facing the 
new country—apart from dealing with the 
horrific aftermath of the partition’s refu- 
gees and religious fundamentalism—was 
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the integration of the princely states. The 
dexterity and purpose with which Sardar 
Patel, the “Iron Man of India” went about 
this task, aided ably by his chosen bureau- 
crat V.P. Menon and by Lord Louis Mount- 
batten, has been brought out vividly. 

An interesting aspect of the book is 
the exploration of the ideological under- 
pinnings of the Indian State and Con- 
stitution—through a study of the ideals 
held dear and popularized by the Indian 
leadership in the 1940s 
and 1950s. A case in 
point is the Hindu Code 
Bill (which did not pass 
muster because of oppo- 
sition from members of 
parliament), which later 
emerged in the form of 
various acts such as the 
Hindu Marriage Act, Hin- 
du Succession Act, etc. 

The failure to push 
through a uniform civil 
code applicable to all In- 
dians, regardless of faith, 
has caused a sense of injus- 
tice amongst those alleg- 
edly representing the Hindu community, 
who claim that the Indian state has al- 
ways sought to please the minorities. This 
grievance was heightened during the Shah 
Bano controversy in 1985 and the subse- 
quent enactment of the Muslim Women’s 
Bill which took Muslim personal law out 
of the purview of the Criminal Procedure 
Code, much to the dismay of progressive 
elements across the political spectrum. 
Although Nehru’s judgment that laying 
down common code would render an al- 
ready insecure Muslim minority even 
more insecure was sound, it is difficult 
not to wonder whether India would be an 
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It is difficult not to wonder whether India would be even 
stronger today if all its citizens were subject to a single code. 
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even stronger nation today if all its citizens 
were subject to a single code. 

Mr. Guha also explores the trends that 
went into reformulating India—the hold- 
ing of general elections on the basis of uni- 
versal adult suffrage, the reorganization 
of states on linguistic grounds, and the 
adoption of a socialist, planned, state-led 
economic model. He makes the point that 
Nehru’s views on economic policy were 
shared by the private sector and were in 

conformity with the spir- 
it of the times. Howev- 
er, he fails to emphasize 
the unquestionable role 
that this policy played 
in creating the India of 
today. He could have ex- 
amined the cohesiveness 
fostered in India by the 
redistribution of wealth, 
large government-fund- 
ed projects, state-funded 
educational institutions 
and industrial establish- 
ments. 

Mr. Guha devotes 
much attention to India’s 
foreign relations, particularly to the trou- 
bled relationship between India and the 
United States—ascribing the problems to 
the reading of Nehru’s principle of non- 
alignment as being soft on communism 
and to the “lack of chemistry between the 
leaders of the day.” He similarly points 
to the “lack of chemistry” between Indi- 
ra Gandhi and Richard Nixon to explain 
India’s closer association with the Soviet 
camp in later years. Disappointingly Mr. 
Guha leaves off making a similar examina- 
tion of events in the 1980s and 1990s when 
the situation and leaders had changed. 

Indeed, Mr. Guha’s rendition of the tu- 
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multuous events of the 1980s and 1990s is 
less thorough. For instance, his analysis of 
the Ram Janmabhoomi movement in the 
1980s—which draws a direct correlation 
between the telecast of the hugely suc- 
cessful television serial “Ramayana” and 
the popular support for the movement—is 
too simplistic. The movement, which stems 
from a belief that a particular spot in Ay- 
odhya, Uttar Pradesh, was the exact birth- 
place of the Hindu deity Ram, has garnered 
a huge following of devout Hindus in India. 
The movement reached its climax in 1992 
when the Babri Masjid, which was locat- 
ed on that exact spot, was demolished by 
a mob on Dec. 6, 1992. Similarly and most 
significantly, he fails to give us a convinc- 
ing explanation for just why India has nev- 
er fallen prey to military rule, defying the 
pattern in neighboring states and the pre- 
dictions of most analysts. While Mr. Guha 
admiringly alludes to this as fact, he does 
not delve into the whys and wherefores. 
Mr. Guha’s book is, despite its rather for- 
midable length, a wonderful read, worth 
the time of anyone interested in India’s his- 
tory, ideology and sheer survival instincts. 
I particularly enjoyed his analysis of the 
reasons for India’s survival—a lingua fran- 
ca (English and, thanks to the soft route 
of Bollywood, Hindi), economic integra- 
tion, and most importantly, the success the 
nation’s founding fathers had in establish- 
ing and nurturing democratic principles. 
I would venture to suggest that currently 
the role of economic integration is the most 
critical element to this survival. Today the 
strongest threat to the Indian state comes 
from those areas that have witnessed the 
least economic development and which 
have, therefore, the least to gain from stay- 
ing within the union. The man who sees no 
investment from the state, will see no value 
in claiming an identity with that state. 
The trend of coalition politics and the 
growing prominence of regional parties 
in the Government at the center (both of 
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which seem to be here to stay) have already 
helped to cement the states politically into 
the Union. Indeed, state level leaders have 
been able to pursue State interests, while 
nurturing ambitions of influencing central 
policy as well. It is to be hoped that the de- 
mands of democracy will ensure that the 
government, regardless of party affiliation, 
will act on the need to distribute the gains 
of economic development and prosperi- 
ty somewhat equitably, between rich and 
poor, rural and urban, north and south, east 
and west, thus putting the survival of the 
nation beyond doubt. 


FAILED DIPLOMACY: 

THE TRAGIC STORY OF HOW 
NORTH KOREA GOT THE BOMB 
by Charles L. Pritchard 
Brookings Institution Press, 
228 pages, $26.95 





Reviewed by PETER VAN NESS 


HE SIX-PARTY TALKS aimed at 
the denuclearization of the Dem- 

ocratic People’s Republic of Korea 
are in stalemate, and progress is unlikely 
as long as George W. Bush remains presi- 
dent of the United States. A main reason is 
that Kim Jong-il is hoping the next pres- 
ident will be a Democrat. Pyongyang as- 
sumes that such a result would allow it to 
get a better deal—and almost certainly a 
more consistent negotiating partner—than 
is currently the case under the Bush ad- 
ministration. 

Charles Pritchard, Mr. Bush’s special 
envoy for negotiations with North Korea 
until his resignation from the State De- 
partment in August 2003, gives us a valu- 
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able insider’s view ofthe Bush negotiations 
with the D.P.R.K. Mr. Pritchard attributes 
the “failed diplomacy” almost exclusively 
to the impact of the “hardliners” or neo- 
conservatives on the six-party talks, spe- 
cifically the influence of Vice President 
Dick Cheney and Bob Joseph, the under- 
secretary of state for arms control. 

It is important to recall exactly the 
state of U.S.-North Korea relations before 
President Bush came to power, in order 
to provide a fair assessment of the Bush 
administration’s diplomacy. This per- 
spective is also the base point for Charles 
Pritchard’s own analysis because he was 
a hold over from the previous Bill Clin- 
ton era, having served in the Office of the 
Secretary of Defense, the National Secu- 
rity Council and as special assistant to the 
president for national security affairs. (Mr. 
Pritchard is also a 28-year army career of- 
ficer with extensive experience in Asia.) 

The U.S. and North Korea had almost 
gone to war over the nuclear issue dur- 
ing Mr. Clinton’s first term as president, 
but finally negotiated the Agreed Frame- 
work in 1994 to freeze North Korea’s nu- 
clear program, to replace its Yongbyon 
reactor with more proliferation-resistant 
light-water reactors for power generation, 
and gradually to achieve a normalization 
of relations between the two countries. 
By October 2000, just months before Mr, 
Clinton left office, relations had improved 
to the point that Mr. Clinton’s secretary 
of state, Madeleine Albright, made an un- 
precedented trip to Pyongyang and met 
with Mr. Kim to discuss the possibility of 
a summit meeting between Messrs. Kim 
and Clinton. 

When Mr. Bush came to office in Janu- 
ary 2001, all of that changed. In January 
of 2002, Mr. Bush denounced North Ko- 


It is suprising that despite so many setbacks in the talks, the 
big powers and South Korea have remained involved. 





rea (together with Iraq and Iran) as part 
of an “axis of evil,” and later that year in 
an interview with Bob Woodward, he fa- 
mously shouted for the record “I loathe 
Kim Jong-il!” The new administration’s 
policies became typified by slogans such 
as: “We don’t negotiate with evil; we de- 
feat it.” Mr. Pritchard describes the impact 
of the hardliners on negotiations with the 
D.P.R.K. as opposing “any kind of engage- 
ment strategy that would result in the 
continuation of the North Korean regime. 
When faced with apparent short-term de- 
cisions to engage North Korea, they work 
behind the scenes to undermine meaning- 
ful diplomacy.” However, Mr. Pritchard’s 
objective is not to score critical points 
against President Bush’s policy in compar- 
ison with Mr. Clinton’s, but rather to ex- 
amine U.S. efforts to deal with the North 
Koreans, always a difficult process, one 
that Mr. Pritchard himself is profession- 
ally committed to. 

Mr. Pritchard strives for balance in 
his account. Based on his experience in 
working with North Korean officials, he 
attempts to present their views without 
bias and to provide insight into their stra- 
tegic thinking. He analyzes dispassion- 
ately the perspectives of all six countries 
involved in the talks. His account of the 
meetings, agreements and disagreements, 
and the players involved is one of the best 
available in print and should be required 
reading for anyone interested in the six- 
party talks. What is surprising about the 
six-party process is the fact that through 
thick and thin, and despite so many disap- 
pointments and setbacks, the big powers 
and South Korea have remained involved. 
Japan is the most skeptical, but the oth- 
ers are even talking about building a new 
and unprecedented multilateral security 
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mechanism on the six-party foundation. 

Following Mr. Bush’s re-election in 
2004, U.S. policy toward North Korea 
changed again. Mr. Pritchard points to 
three major alterations: a decision that 
Washington’s previous policy had failed; 
the appointment of Condoleezza Rice as 
secretary of state; and the appointment 
of Ambassador Christopher Hill as the 
U.S. head of delegation for the talks. Mr. 
Hill gets good reviews from just about 
everyone as a skilled and responsible ne- 
gotiator. Nonetheless, the hardliners con- 
tinued to undercut efforts by Mr. Hill to 
achieve a successful engagement with the 
D.P.R.K., and to insist instead on regime 
change. The Banco Delta Asia affair with 
its charges of North Korean counterfeit- 
ing and money laundering was just one 
of many diversions raised to confound a 
fruitful negotiation, 

North Korea’s test of a nuclear device 
in October 2006 has reshaped the nego- 
tiations. Many analysts doubt that, once 
having tested and claimed with pride to 
its citizens that the D.P.R.K. was a nucle- 
ar power, Kim Jong-il would ever give up 
the nuclear weapons that he currently 
possesses. Mr. Pritchard estimates that 
North Korea may have as many as 10 nu- 
clear weapons: eight weapons from the 
plutonium extracted after the resump- 
tion of production in 2003 plus a probable 
two weapons likely to have been produced 
prior to the 1994 freeze under the Agreed 
Framework. 


There is no doubt that the Bush policy 


has failed: the D.P.R.K. has more nuclear 
weapons today than when Mr. Bush came 
to office, and currently there exists only 
a freeze on North Korean plutonium pro- 
duction and no denuclearization. Yet, Mr. 
Pritchard remains optimistic about the 
long-range possibilities of turning the six- 
party talks into some kind of multilateral 
security mechanism for Northeast Asia. 
A central question for all participants is 
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whether they are willing to accept a freeze 
on current D.P.R.K. nuclear development 
as the foundation for such a mechanism, 
or whether the United States will continue 
to insist on a comprehensive and verifiable 
denuclearization of North Korea as a pre- 
condition. 

At a recent meeting in Seoul, one Ko- 
rean specialist suggested that there might 
be an important difference between Asian 
views of the negotiations and Western un- 
derstandings. He and other Asian scholars 
urged patience and a longer term perspec- 
tive when dealing with North Korea. Mar- 
ket reforms have begun to take root in the 
North and the leadership will eventually 
change. What is important is to maintain 
engagement and sustain the process to- 
ward building a firmer foundation for se- 
curity inthe region. 


THE WORLD IS WHAT IT IS: 
THE AUTHORIZED BIOGRAPHY 
OF V. S. NAIPAUL 
by Patrick French 
Knopf, 555 pages, $30 
N G aana Rha 

Reviewed by SAMANTH SUBRAMANIAN 
ATRICK FRENCH’S BIOGRAPHY 
P of V. S. Naipaul takes its fatalistic 
title from the opening of A Bend 
in the River: “The world is what it is; men 
who are nothing, who allow themselves to 
become nothing, have no place in it.” In 
that book, the narrator Salim watches his 
country twist and bend through a series 
of rapid changes, with all the helplessness 
of the classic postcolonial victim. Victim- 
hood and helplessness seem implicit, in 
fact, in that very first phrase, and in Mr. 
French’s biography, they also seem implic- 
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With his chronic dissatisfaction, Mr. Naipaul expressed 
disgust at the state of racial relations in England. 


it in Mr. Naipaul’s conception of himself. 

The World Is What It Is sifts through 
Mr. Naipaul’s personal relations and his 
life until 1996. Born in Trinidad and Toba- 
go and descended from Indian immigrant 
laborers, Mr. Naipaul felt doubly trapped 
in his identity, and throughout his life and 
literature, he would rail against those per- 
ceived postcolonial fetters. When he was 
17, he escaped, to use his word, to England 
on a scholarship. Although he would sub- 
sequently traverse the world, mining it for 
his books, he would never live permanent- 
ly anywhere else; yet, with his chronic dis- 
satisfaction, he would express disgust and 
anger at England’s society and the state of 
racial relations in the country. 

Mr. Naipaul felt similarly trapped in 
the complexities of his personal life, even 
though they were entirely of his own cre- 
ation. In 1955, he married Patricia Hale, 
a relationship of enormously unequal 
proportions, in which he dominated and 
broke her already-timid spirit. But when 
he met Margaret Murray, in 1972, and be- 
gan a fiercely sexual affair with her for the 
next two decades, he would inexplicably 
again feel a victim of circumstance. De- 
scribing to Mr. French how he told his wife 
about the affair, Mr. Naipaul “characteris- 
tically recalled the disclosure of infidelity 
in terms of his own suffering.” 

There are more such admissions in The 
World Is What It Is, including the now-infa- 
mous acknowledgement that, by announc- 
ing his unfaithfulness to the press when 
Patricia was ill with breast cancer, he may 
have hastened her demise. “It could be said 
that I had killed her... I feel a little bit that 
way.” That unnerving degree of intimacy 
is a regular feature of this astonishingly 
definitive biography. Mr. French enjoyed 
the confidence of his subject, conducted 
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exhaustive interviews with Mr. Naipaul's 
friends and associates, and most impor- 
tantly, squeezed every drop of informa- 
tion from the official Naipaul archives at 
the University of Tulsa in Oklahoma—the 
voluminous paper trail of aman who knew 
he had a legacy to leave. 

Mr. Naipaul’s bond with his two home- 
lands—the land of his birth, and the land of 
his ancestors—is more intangible, not easi- 
ly revealed even in the mountains of docu- 
ments in Oklahoma. His early books reveal 
some affection for Trinidad and Tobago, 
and for the charms of the Port of Spain he 
grew up in; he wrote frequently that he 
missed home. At the same time, though, he 
would complain to his wife about its “phi- 
listine” atmosphere and claim, on a BBC 
show in 1978, that he had “washed [his] 
hands” of Trinidad. He would claim, in the 
very next sentence, the same about India, 
but that was to be much less true. 

Mr. Naipaul first visited India in 1962, 
found a country that was flailing to fulfill 
the promises of its independence move- 
ment, and promptly wrote a devastating 
account of his miserable trip in An Area of 
Darkness. His publishers anticipated anger, 
and they were right. An Area of Darkness 
put many Indian readers off Mr. Naipaul 
for good; the book seemed, for along time, 
to be a wedge that had been permanently 
driven between author and country. 

But Mr. Naipaul was to return, mel- 
lower and more forgiving. After a visit in 
1975, during Indira Gandhi’s Emergency, 
he wrote India: A Wounded Civilization— 
still sardonic and critical, but an attempt at 
some sort of deeper understanding. With 
India: A Million Mutinies Now, published 
in 1992, Mr. Naipaul “saw beyond the cor- 
ruption and violence to something original 
and redemptive,” Mr. French notes. Au- 
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beron Waugh, reviewing the book for the 
Sunday Telegraph, wrote: “He has become 
a gentler, kinder, infinitely more tolerant 
person. His sympathies extend to every- 
one.” Soon after that, Mr. Naipaul engaged 
even more closely with India, publicly sup- 
porting Hindu revivalist movements in the 
country. 

Mr. French calls that third book a “per- 
sonal homecoming,” and that is an astute 
observation. In a way, through his lifetime, 
Mr. Naipaul had followed his ancestors 
back home—from Trinidad and Tobago; 
through England, whose colonizers had 
shipped his ancestors to the West Indies 
as laborers; and thence back to his Hindu 
Brahmin roots in north India. 

I saw Mr. Naipaul once in person, at 
an Indian launch of Magic Seeds in 2004. 
His audience, it was evident, had come in 
search of bombast and brimstone. But they 
sat not with the sullen hostility of the read- 
ers of An Area of Darkness, 40 years before, 
but brightly, confident that their shining 
India was enough rebuttal for even Mr. 
Naipaul’s worst cynicism. 

They were to be disappointed. Mr. Nai- 
paul, then 72, seemed to be plagued by age; 
he sat without a flicker of reaction through 
a reading of his work, and refused any bait 
dangled before him. During a question- 
and-answer session, he played a card few 
knew he had: diplomacy. “I’ve let myself go 
once or twice about my political views, and 
I don’t think TIl do it again,” he said. 

Later, asked about his views on India 
now, Mr. Naipaul played another unex- 
pected trump: guarded optimism. “You’re 
well on your way now with democratic 
practices,” he said. “It will be messy from 
now. There’ll be no peace and order, and 
always a crisis, but great civilizations are 
perpetually in crisis.” 

Soon after, he left the room, walking 
slowly and gingerly, assisted by his wife. 
The world, of course, will not always be 
what it is. 
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THE FORTUNE COOKIE CHRONICLES: 
ADVENTURES IN THE WORLD 
OF CHINESE FOOD 
by Jennifer 8. Lee 
Twelve, $24.99, 320 pages 





Reviewed by TIM KINDSETH 


EW YORK TIMES metro report- 
er-cum-socialite Jennifer 8. Lee 

writes near the beginning of her 
self-serving chop suey of a book, “I am ob- 
sessed with Chinese restaurants.” She eats 
her way through 42 states in the United 
States (“I had driven until bugs had splat- 
tered across my windshield like egg whites 
dropped in soup.”) and over a dozen other 
countries across six continents, from Peru 
to Mauritius. 

Unfortunately, Ms. Lee’s also quite ob- 
sessed with herself. She digresses into 
gratuitous personal lore, explaining, for 
instance, how her parents, emigrants 
from Taiwan to New York City, picked 
their three children’s names, those of our 
culinary guide, her sister Frances and her 
brother Kenneth. “If you string together 
our first initials,” she wink-winks, “you get 
JFK, which, my parents tease, is the air- 
port they landed at when they first came 
to America.” 

Ms. Lee made a painfully humorless 
appearance on “The Colbert Report” in 
March while promoting this journalistic 
foray into foodland, whose chapters, while 
ravenously researched, only faintly resem- 
ble those of more serious academic studies 
like K.C. Chang’s classic Food in Chinese 
Culture. She shared the family nomencla- 
ture froth with the comedian, but she also 
recycled another factoid from the book on- 
air, one with much heavier implications: 
“There are some forty thousand Chinese 
restaurants in the United States—more 
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For a book about food, the gastronomic descriptions in 


The Fortune Cookie Chronicles are rather stale. 





than the number of McDonald’s, Burger 
Kings, and KFC’s combined.” 

It’s an astonishing bit of trivia, perfect 
dinner-party patter. But it also highlights 
the central thread of Ms. Lee’s disjointed 
book: how much a part of American culture 
Chinese food has become. “Our benchmark 
for Americanness is apple pie,” Ms. Lee ar- 
gues. “But ask yourself: How often do you 
eat apple pie? How often do you eat Chinese 
food?” 

If you’re Jewish in 
America, the answer is 
at least once a year, likely 
on Christmas Day, when 
nearly everything is closed 
but Chinese joints. This 
Ms. Lee notes in a chapter 
probing “Why Chow Mein 
Is the Chosen Food of the 
Chosen People,” while also 
citing a scholar’s academ- 
ic explanation: Waves of 
early Jewish immigrants 
to New York’s Lower 
East Side were geograph- 
ic neighbors to their Can- 
tonese counterparts just down the street 
in Chinatown. When they headed for the 
burbs or other cities, Chinese restaura- 
teurs headed right behind. 

“Still unsatisfied,” Ms. Lee smugly 
pouts, “I sought someone who could speak 
with both Jewish and Chinese authority: 
the lost Chinese Jews of Kaifeng.” There, 
she hunts down an 81-year-old “profes- 
sional Jew” in Jiaojing Hutong, or “Teach- 
ing Scriptures Alley,’ whom she’s been 
told about. Asked why Jews in the U.S. 
enjoy Chinese food, the old woman, who 
is nonpracticing but who’s more than glad 
to hawk frilly red paper carvings that mix 
Jewish and Chinese themes to unsuspect- 
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ing Western tourists, says, “Because Chi- 
nese food tastes good.” 

Ms. Lee delights in this “profound” con- 
clusion, this “Buddhist koan-like response,” 
without recognizing the obvious absur- 
dity of it. There’s no such thing, after all, 
as “Chinese” food. Cuisine in Henan and 
Guangdong are as different from one an- 
other as are Kansas City ribs and téte de 
veau. And whatever Chinese food the lost 

Jews are eating in Kai- 
feng is certainly not the 
Americanized Chinese 
food being eaten by Jews 
in the U.S. There’s a much 
simpler answer for why all 
Americans, Jews included, 
love Chinese food: It’s re- 
ally cheap. 

And it’s everywhere. 
(Even in space, according 
to Ms. Lee, where NASA 
astronauts eat thermo- 
stabilized sweet-and-sour 
pork and hot-and-sour 
soup.) “If an environment 
can support life, then, like 
bacteria, a Chinese restaurant will find it,” 
she writes. Ponytailed Wyoming trucker 
Monty McCarrick tells Ms. Lee that they 
“are pretty much in every town you go to” 
as you drive across the U.S., adding that 
the food “is fairly inexpensive. You get all 
you want to eat, for anywhere between five 
and seven dollars.” Simply put, dollars and 
sense. 

Not so for many of the underpaid, over- 
looked, virtually invisible kitchen staff, 
plenty of whom have arrived in the U.S. 
illegally by paying exorbitant cash sums 
to devious, vile snakeheads. These hu- 
man smugglers first march them on per- 
ilous overland routes through Burma and 
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Thailand and then smuggle them in by 
the packed boatload, like the 286 illegals 
aboard the Golden Venture, which ran 
aground off New York’s Rockaway Beach 
in 1993 after 112 choppy days at sea. Around 
90% of those would-be migrants who even- 
tually won asylum, after being detained for 
years, later worked in the Chinese restau- 
rant industry, according to Ms. Lee. 

She’s most compelling when highlight- 
ing these more sinister sides of the Chi- 
nese food diaspora, like the grisly hazards 
faced by deliverymen in New York City, 
including recreational murder. “Chinese 
deliverymen are one of the most vulner- 
able species in the urban ecosystem,” she 
writes, citing 18-year-old student Huang 
Chen, who in 2004 was killed by heinous 
knife-and-bat-wielding teenagers. Motive: 
money to buy Air Jordans. 

The most wrenching chapter is a teary 
melodrama that follows a Fuzhou family 
from New York to a tiny mountain town 
in rural Georgia to run a Chinese restau- 
rant. (It’s a plot line that eerily mirrors Ha 
Jin’s latest novel, A Free Life.) They’re buf- 
feted by specious accusations of domestic 
abuse and child neglect. Their kids are 
taken away from them. They’re so over- 
worked that John, the father who’s briefly 
imprisoned, praises his time behind bars, 
away from the wok: “When I was in jail for 
two days, it was really relaxing.” 

Perversely, Ms. Lee follows this sad 
chapter with her whimsical quest to find 
the best Chinese restaurant in the world 
(Zen Fine Chinese Cuisine, in a strip mall 
near Vancouver). And it’s even more jar- 
ring to weigh the tale of the family’s plight 
against Ms. Lee’s appetizing prologue, 
about a 2005 Powerball lottery that had, 
astoundingly, some 30 times the number 
of expected second-place winners. As it 
turns out, 104 people had used lucky dig- 
its from a mass-produced fortune cookie, 
munched on at restaurants just like the 
poor Fuzhou family’s. 
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Ms. Lee’s account of her travels down 
the “Powerball fortune cookie trail” is the 
closest she comes to an arching, cohesive 
narrative. She finds some of the winners, 
and the restaurants where the cookies 
were handed out after meals. Along the 
way she samples curious “glocalized” 
versions of American Chinese food, like 
Szechuan alligator in Louisiana. Eventu- 
ally, she hits her own jackpot, tracing the 
origins of the cookies—considered in the 
U.S. an authentic Chinese confection, and 
elsewhere a uniquely American gimmick— 
to a temple near Kyoto. 

As Ms. Lee heads all over the map, so 
do her storytelling skills, and for a book 
about food, the gastronomic descriptions 
in The Fortune Cookie Chronicles (“virginal 
white rice”) are rather stale. Near the end 
she cooks up a new metaphor for America’s 
melting pot: “We are stir-fry; our ingredi- 
ents remain distinct, but our flavors blend 
together in a sauce shared by all.” That also 
aptly describes Ms. Lee’s intriguing book, 
whose chapters are only loosely linked. 
But, here there’s no sauce, no big binding 
theme, and the ultimately too unfocused 
book never coalesces into a real meal. 


THE FOURTH ANNUAL 
REVIEW SUMMER READING LIST: 
THE BEST HUMOROUS BOOKS ON ASIA 


O YOU EVER laugh out loud on 
the airplane? Take along a cou- 
ple picks from our next summer 
reading list on your holiday and your flying 
companions will start wondering about 
the lunatic sitting in 3C. In our July issue, 
the REVIEW editors will select their favor- 
ite funny books about Asia. So if there’s a 
book that sends you into stitches, share the 
laughter with us at letters@feer.com, and 
we may feature your comments. = 


“= May 2008 





J A U N T through asia 





ZAGAT’S LAME PEKING DUCK 
by Nicholas Frisch 


ETURNING TO BEIJING after a 
long absence, there is always the 

pleasure of discovering the next 
big thing to eat. In early 2006, it was tu- 
jia bing, a sauceless minipizza sprinkled 
with meat and taken to go in a brown pa- 
per bag. In the fall of 2007, it was Sichuan 
roasted fish, the dish that drives the Zhu- 
yufang franchise and is making inroads 
into the hotpot empire on Ghost Street. 
Meanwhile, artists flush with cash from 
the Chinese art boom are starting their 
own restaurants, and high-end vegetar- 
ian cuisine has made the leap from mon- 
asteries to the A-list. For people obsessed 
with food, Beijing has endless offerings to 
excite the senses. 

Once upon a time, New York—a city of 
sushi, spaghetti, burgers and chow mein— 
spawned the Zagat guide, which has since 
spread outward to the likes of London, Los 
Angeles and Chicago. Its roots are popu- 
list by the standards of Manhattan’s yup- 
pie elite: Rather than take advice from 
snooty critics, diners can contribute their 
own evaluations directly to Zagat, which 
compiles their ratings on service, food and 
décor. Each restaurant, bar or hotel gets a 
paragraph sprinkled with “user comments,” 
embedded into the prose. Inclusion in the 
guide is secured through votes online. The 
books are small, portable, and well-regard- 
ed for accuracy of phone numbers, opening 
times, and other nuts and bolts of leisure. 

In commodifying information about 





œ» Mr. Frisch is a free-lance journalist who stud- 
ied in Beijing. 


a multilayered range of prices, cuisines, 
décor and service, Zagat’s serves many 
as a gastronomical autopilot. On the Web 
site, one can plug in the coordinates of 
consumption—desired style of food, lev- 
el of class and location—and get sugges- 
tions and directions sent directly to your 
phone, a model popular with consumers 
who want to be seen spending money on 
food but not think too hard about it. 

Zagat’s recent expansion overseas has 
reached China’s shores in the guise of guides 
to Hong Kong, Shanghai and Beijing. Yet 
entering China isn’t really the same as en- 
tering the Chinese market; wisely eschew- 
ing the strategy of mass-appeal brands like 
McDonald’s and Wal-Mart, Zagat wasn’t 
expecting to help 1.3 billion customers find 
a medium-rare filet mignon to match their 
dry martini. The Beijing guide is in English, 
conforms to the global brand, and will like- 
ly be bought by visitors to China who are 
accustomed to Zagat’s in their home cities 
or from other travels. 

The market already has plenty of Eng- 
lish-language guides, not least the thor- 
ough Insider’s Guide to Beijing. But I was 
more curious as to whether Zagat’s cosmo- 
politan template would hold up in a city so 
quintessentially Chinese. Mandarin-speak- 
ing editors were locally recruited and in- 
structed to provide Chinese characters. 
So far, so good. The guide’s opening pages 
rightfully acknowledge that Beijing is “of 
special interest for its array of authentic 
regional Chinese kitchens.” Indeed: as the 
capital for hundreds of years, nowhere else 
are China’s provinces better represented. 
In fact, this is formalized by a network of 
provincial government liaison offices in the 
capital, many of which support official res- 
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taurants with the finest ingredients, chefs 
and recipes from the hinterlands. Zagat in- 
telligently includes the official representa- 
tive restaurants of Sichuan and Xinjiang, 
but misses others (notably Ningxia and 
Guangdong) with equally tasty offerings. 

Beijing’s bar culture being a Western 
import, listings in this sphere are not too 
out of touch. Occasionally, the cool corpo- 
rate facade is breached by wry local ex- 
pertise. Maggie’s, a bar well known for its 
Mongolian prosti- 
tutes, gets a know- 
ing nod as “always 
entertaining, always 
tragic.” 

But no Chinese 
person ever, ever 
surrenders the right 
to think about food. 
And in their millions, 
they have so many 
opinions that it’s a 
shame that Zagat re- 
lied entirely on Web 
contributors writing | 
in English. The re- 
sult is a high concen- 
tration of opinions and recommendations 
from jetset urbanites whose preferences 
are out of touch with local Chinese food- 
ies clamoring for Sichuan roasted fish. 

Beijing has its champagne brunch- 
es and Ethiopian food. In homesick mo- 
ments, I’ve compared pizzas from the Tree 
and the Kro’s Nest. But the real pleasure of 
dining in Beijing is Chinese food, not fois 
gras or spaghetti. When you’re choosing 
between hotpot, Hunan, and Peking duck, 
it is disheartening to see listing after list- 
ing categorized as “Chinese” alongside 
“French,” “Indian,” and “Italian.” 

A guide should minimize frustration 
along the diner-server-chef-table chain 
of command. But somewhere in the New 
York office, a decision was made to omit 
Chinese characters sent in by local edi- 
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tors; you'll notice when you turn to the ex- 
haustive register of regional dishes, their 
Chinese names written only in a toneless, 
impotent pinyin transcription. Many wait- 
ers can’t read pinyin even with tones, let 
alone without them, and few vacationers 
feel compelled to spend the hours needed 
to learn proper pronunciation. 

Unless you decide your dinner dishes at 
the hotel desk and get a concierge to write 
out the characters, Zagat’s regional dish 
list won’t help in 
distinguishing the 
peanut sauce from 
the sesame. Cabbies 
often have trouble 
m parsing pinyin too, 
so visitors might find 
it a little frustrat- 
ing when the guide 
suggests you “have 
someone write the 
name of where you 
want to go, its ad- 
dress and phone 
number in Chinese 
on a sheet of paper 

rmwexey before setting out.” 
What? Zagat couldn’t be bothered? 

Beijing’s most expensive restaurants 
have more in common with New York— 
prices, menus, clientele—than China, and 
those who unthinkingly reach for Zagat ev- 
ery time they go out probably won’t know 
the difference. In fact, the guide does do 
rather well catering to jet-set dining hab- 
its, especially with its thorough rundown 
of prix fixe business lunches. But in a city 
defined by its Chineseness, a by-foreigners 
for-foreigners survey of the Beijing dining 
scene wasn’t likely to get it right. Ask some 
friends, try a few Web searches, but know 
that Beijing offers its best meals to those 
willing to wander. 

It may be the Beijinger’s conceit that 
their city is China, but in a culinary sense 
it’s absolutely true. = 
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Making a Meal of Hate 


THE JIAOZHUANGHU TUNNEL Warfare 
Heritage Site is a fascinating piece of his- 
tory 60 kilometers northeast of Beijing, 
where farmers built a network of tunnels 
to fight against the invading Japanese dur- 
ing World War II. 
As a China Daily 
article from 2005 
explains, the cu- 
rators are now 
trying to pro- 
vide an authen- 
tic flavor of the 
period, instead 
of the usual Chi- 
nese approach to history of 

renovating everything until 
it looks brand new. However, the picture 
below suggests they may be taking this a 
little too far. 


Help! We Can’t Go to China 


THE AMERICAN CHAMBER of Commerce in 
Hong Kong sent a rather plaintive “urgent 
notice” to its members yesterday, explain- 
ing that it has been receiving, surprise 
surprise, complaints from members who 
can’t get their usual business visas to go 
to the mainland. It seems the barbarian 
handlers at the Foreign Ministry are tak- 
ing no chances that Merrill Lynch bankers 
might decide to unfurl Free Tibet banners 
in Tiananmen Square. Meanwhile they 
deny that the visa policy has changed. 
You can see the problem: Amcham ex- 
ists to represent its members, but it is hesi- 
tant to call the Foreign Ministry a bunch 
of liars. It’s patently obvious what is go- 
ing on from our Wanchai window—the 
line of angry laowais outside the visa of- 
fice is curling around the China Resources 


Building. Americans can count themselves 
lucky that they can still get single-entry 
visas after filling in a form documenting 
their entire life story, genealogy and ex- 
actly where they will be during their stay 
in the people’s paradise—other nationali- 
ties have apparently been completely ban- 
ished. 

So Amcham’s diplomatic response is to 
seek more evidence from its members. The 
new President Richard Vuylsteke writes: 
‘To break through what appears to be con- 
fusion and perhaps a great wall of silence 
around a new visa policy, we need your an- 
ecdotes.” Perhaps readers can Blackberry 
him from the visa line. 


‘ 


The Mobius Strip 


WE JUST RAN across a captivating new 
manga about a bald superhero. No, it’s not 
a Shaolin monk or the X-men’s Prof. Xavier. 
Make way for “Mark Mobius: An Illustrat- 
ed Biography of the Father of Emerging 
Markets Funds.” Share the thrill of victory, 
as Mobius’s bet on tapioca stocks pays off 
after the Asian Financial Crises, as well as 
the agony of defeat, as he takes a bath on 
forged Turkish securities. You even find 
out why Mobius has no hair! But will Mo- 
bius ever get the girl? Stay tuned! 


The net asset value an 
open-ended fund is also its 
price. This means that it's 

possible to buy the share 


the price of a 
closed-end fund 
is determined by 
> demand and supply 
back and cancel it when a Furthermore, the 
; | Stock is often sold at 
required, but... 


Px. = j \ a discounted price to 
A Bii C7 \ the net asset value 








Contributions to Travellers’ Tales can be emailed 
to tales@feer.com. Read more Travellers’ Tales 
online at www.feer.com/tales. 
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NE DOESN’T HAVE to be a left-wing activist to recognize that 

oO these are challenging times for Asia’s poor, many of whom are 

struggling with increases in the prices of food and energy. The 

tragedy is that while governments give plenty of lip service to helping 

the poor, this is largely a crisis of their making, and the attempts to ame- 
liorate have only made it worse, imperiling social stability. 

True, there are many contributory factors, including the rise of Asia’s 

_ own middle-class consumers, who are eating more meat and purchasing 
their first cars. But it is difficult to see how such dramatic changes in 
world markets could have been caused by a steady increase in demand, 
especially when there has not been a supply shock. 

Rather we must look outside of the usual sources of supply and de- 
mand to see the root causes. One culprit is the U.S. Federal Reserve, 
whose loose monetary policy has squandered the dollar’s credibility as 
a store of value. As a result, speculators on commodities are betting on 
the currency’s continuing decline. 

If we are about to see a repeat of the 1970s inflation, something which 
could still be avoided, then there is money to be made by being ahead of 
the curve. And since Asian countries have largely tied their currencies 
to the dollar, they are importing the Fed’s inflation and speculation of 
its acceleration, which hits the poor especially hard and will require 
painful tightening to bring under control. 

In Indonesia, as Tim Bulman, Wolfgang Fengler and Mohamad Ikh- 
san write, the nation should be a net beneficiary of high energy prices, 
but an inflexible system of subsidies has squandered this resource. The 
rich derive most of the benefit from subsidies, while social spending is 
squeezed. 

Huang Jikun, Qiu Huanguan and Scott Rozelle explain that the food 
market in China and the world has undergone a sea change, as the ex- 
pectation that food prices would gradually decline, formed by the expe- 
rience of the last century, is being overturned. Government incentives 
have created lucrative opportunities to grow feedstocks for the biofuel 
industry, rather than grain for human or livestock consumption. The 
reaction of governments to the consequent rising prices has prevented 
the market from working. 

Will higher prices cause a loss of faith in Asia’s governing elites? 
As Dorothy Solinger, Arthur Brooks and Charles Wolf offer different 
views on the consequences of China’s dramatically growing inequality. 
If there’s one issue to watch in 2008, this is it. 
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China Ban Regrettable 


IT IS REGRETTABLE that the May 2008 is- 
sue of the REVIEW has been taken off from 
newsstands in China. To project alterna- 
tive views on any particular issue, irre- 
spective of the religion, race and ideology 
of the reader or writer, is good journalism. 
Let not the Chinese incident dampen your 
spirit. Keep up your excellent work. 
Ti Han-venn 
Hong Kong 


Convenient Truths 


YOU ARE CORRECT when you write that 
censorship is not merely, or even princi- 
pally, a matter of suppressing undesired 
messages (“China’s Holistic Censorship Re- 
gime,” May 2008). Due to this the Chinese 
Communist Party, or rather Mao Zedong 
and his rat-pack, suppressed anything not 
matching the Party’s goals, or conveniently 
formulated it to fit with the Party’s inten- 
tions to get and stay in power. The gloriole 
of Mao is the result of successful commu- 
nist censorship (terror) since then. 
Henner Lotz 
Germany 


Olympic Double Standard 


MAY I POSE the question as to why we 
should hold major sport events of any kind 
any where else in the world, since there is 


cram mene ted 


THE FAR EASTERN ECONOMIC REVIEW wel- 
comes letters to the editor sent via fax to (852) 
2503-1530, by email to letters@feer.com or by 
post to GPO Box 160, Hong Kong. Submissions 
must include the author's full name, address and 
daytime contact numbers. The REVIEW reserves 
the right to edit letters for length and clarity. 





aetema manhna ienaa rrara eA a riina hte 


always a remark about human rights to be 
made? My country, Belgium, for instance, 
helps in the logistics for the United States’ 
war effort in Iraq and is, together with the 
Netherlands, a candidate for the world 
football games in 2018. But I guess for the 
REVIEW, as long as we stick to targeting 
U.S. unfriendly places such as China and 
Russia then it’s OK. 
Willy Van Damme 
Belgium 


Who Are You Calling Fascist? 


PM NOTA fan of the current Chinese regime 
in China, but I have to say I find Mr. Le- 
deen’s characterization of China (“Beijing 
Embraces Fascism,” May 2008) as a fascist 
state intellectually dishonest, self-righ- 
teous and war provoking. IfI were Chinese, 
it certainly would make my blood boil. 
Josie Nguyen 
via FEER.com 


MR. LEEDEN IS immediately accused of 
heaping insult upon China by speculating 
the regime is “fascist,” by those who obvi- 
ously have never studied what fascism was. 
They think it an all purpose insult. Rath- 
er, it is a political situation with noticeable 
features. Those include hypernationalism, 
private enterprise controlled by the state 
and severe absence of, and hostility to, de- 
mocracy. One might also add the worship 
of a mythical, and deeply “wronged,” past. 
Looks like China, sounds like China, tastes 
like China. 
Peter Gee, Kenya 
via FEER.com 
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More Pain Ahead for 
China’s Food Prices 


by Huang Jikun, Qiu Huanguan and Scott Rozelle 





HE CONTINUING INCREAS- 
ES of China’s consumer 
prices since the middle of 
2007, which have mainly 
been driven by increases 
in the prices of food, have triggered seri- 
ous concerns both at home and abroad. In 
China, some fear that a surge of inflation 
is looming over the nation’s future. To ease 
the mounting pressures that have accom- 
panied the price rises—and to avoid the 
damage that inflation could bring to Chi- 
na’s economy, officials have begun to use a 
spectrum of policy measures—including 
monetary-policy adjustments, fiscal 
moves, and even direct attempts to inter- 
vene into the market price of food. 

Since mid-2007, the monthly growth 
rates of Ching’s food cpr have exceeded 
15%, and the trend has been steadily ac- 
celerating. The rise in food prices accounts 
for between 85% and 92% of the nation’s 
overall price increases during the past 
eight months. In fact, during the same 
eight-month period, the price trends of a 
number of nonfood items, such as cloth- 
ing, have fallen. 

Inside the broad category of food, the 
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highest price increases since mid-2007 oc- 
curred in the cases of pork and vegetable 
oil. Pork prices jumped by 71%; the price 
of vegetable oil rose by 40%. Although 
other food prices also increased, they did 
so at relatively moderate rates. For exam- 
ple, the prices of vegetables and staple 
grains have increased by only 23% and 6%, 
respectively, during the past eight months. 
It’s worth noting, however, that these 
trends may be shifting. While the price of 
pork price declined by 1.6% during the first 
half of March 2008, the price of vegetables 
rose at a relatively higher growth rate—at 
least in part due to serious weather shocks 
in February. The price of rice, which may 
have been held down by the government’s 
management of rice stocks, began to rise 
sharply in March and April. In summary, 
the price increases during the past several 
months are mainly only due to shifts in 
prices of a single sector—and inside that 
sector are only due to rises of a limited 
number of commodities. This pattern of 


œ Messrs. Huang and Qiu are economists at the 
Center for Chinese Agricultural Policy, Chinese 
Academy of Sciences. Mr. Rozelle is a professor 
of economics at Stanford University. 
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price rises does not appear to be a sign of 
general inflation. 

Given this pattern of price shifts, what 
are the major sources of these surges in the 
price of food over the past several months? 
Can the price rises be linked to shortage of 
supply? Or, are there other reasons? Is 
there any evidence that can provide us 
with hints about whether or not we should 
expect continued rises in prices? (And, if 
so, is there any length of time that we 
should expect prices to be continuing to 
rise?) The answers to these questions are 
not only critical for the understanding of 
the current price increases, but also are es- 
sential for providing accurate information 
to those in China’s central government so 
that they will have an empirically sound 
basis for creating a strategy to respond to 
current and future price increases. 

In order to correctly understand why 
food prices have risen so dramatically in 
recent months, we need to begin with a 
global perspective. The rise of internation- 
al energy prices and the development of 
biofuels, which has occurred mostly out- 
side of China, are two of the fundamental 
reasons that food prices have risen both 
inside and outside the country. These two 
factors not only can be linked to increases 
in the costs of agricultural production, 
they also are driving the rise in prices of 
those crops that are used as feedstocks in 
biofuel production, as well as other crops 
that are competing with 
the feedstock crops for 
land and other resources. 
We have entered a unique 
time period in the his- 
tory of global agricul- 
ture. In short, in a 
way never before 
experienced, the 
price of food in the 
world is rising be- 
cause it is closely 
tied to the price of oil. 












So rising prices are not due to a domestic 
supply shortfall. Indeed, China’s grain and 
livestock production has been steadily ris- 
ing since 2004, with the exception of a 3.5% 
decline in the production of meat in 2007. 
In fact, grain production reached 500 mil- 
lion tons in 2007, the highest level of pro- 
duction since 2000. Although there was a 
drop in meat production in 2007, which was 
partly caused by an outbreak of disease in 
China’s pig population, the low prices of 
pork that had plagued producers in the 
years prior to 2007 also contributed. 

Despite these two sources of produc- 
tion shortfalls in the pork subsector, there 
must be other causes of the rapid and steep 
increases in the price of pork and the other 
types of food in 2007. If we look at the de- 
mand side of the equation, there is no ap- 
parent abrupt increase in China’s domestic 
food demand over the past years. Although 
the income of consumers has risen in re- 
cent years, which will naturally put up- 
ward pressure on prices of goods like meat, 
the demand for food only rises gradually. 

The same arguments can also be ap- 
plied to an analysis of international prices. 
In 2007 international food prices increased 
by 21.6%, even as global production reached 
record heights. The world’s cereal produc- 
tion in 2007 was 1.66 billion tons, a level 
that was 89 million tons more than the lev- 
el of production in 2006. According to pub- 
licly available data, there was no significant 
decline in the volumes of cereals 

in international stocks. In fact, 
the reduction of China’s 
grain stocks from 
2000 to 2004 can 
account for 80% 
of the overall de- 
cline in global 
stocks. This large 
drawdown of stocks 
in China occurred as a 
result of efforts to re- 
duce the cost and adminis- 
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trative burden of caring for vast amounts 
of grain stocks that accumulated during a 
period in which China was reforming its 
grain marketing system. 

The rocketing price of energy and the 
rapid expansion of global biofuels produc- 
tion ultimately are the main sources of the 
recent food price surges. According to our 
rough calculations, the increase in energy 
prices can directly account for at least 30% 
of the recent food price rises. At the same 
time, the increase in the demand for grain 
that is linked to the expansion of biofuels 
production world-wide can account for 
45% of recent food price rises. 

Beyond the price of oil as an input to 
agriculture, the rapid expansion of biofu- 
els production influences the prices of ag- 
ricultural commodities through two 
channels. First, when biofuels production 
increases, it increases the demand for 
feedstock crops that are used for biofuel 
production directly. Second, the demand 
for biofuels feedstock crops draws away 
land and other resources from other crops 
(e.g., wheat) and so the prices of all agri- 
cultural commodities rise. 

What is behind the emergence of these 
two channels? The biofuels industry has 
created a new, and almost certainly last- 
ing, link between world energy and the 
markets of all agricultural commodities. 
This change is fundamental. Unlike in the 
past 100 years, the prices of agricultural 
commodities are no longer determined by 
their traditional demands as food for hu- 
man consumption or as feed for livestock. 
Instead, the production of biofuels has al- 
ready begun to make the prices of 
agricultural commodities move in close 
sync with world energy prices. 

A couple of examples can illustrate the 
point. In the United States and Brazil, bio- 
fuels producers use corn and sugar cane 
for the production of ethanol. At the same 
time, the European Union has begun to 
use rapeseed (or canola) for producing 


biodiesel. In 2006 the production of bio- 
ethanol in the U.S. reached 18 million tons. 
To produce this amount of ethanol, biofu- 
els plants consumed about 20% of the na- 
tion’s corn production. As a result of this, 
the price of corn increased by 78% in the 
last half of 2006. Moreover, the rising pric- 
es of biofuels feedstocks pushed up the 
prices of primary factors (e.g., land). In ad- 
dition, when the prices of feedstock crops 
are high, this draws more land from other 
crops. Because of this, the prices of other 
agricultural commodities (e.g., wheat and 
soybean) also increase significantly. Al- 
though little wheat or soybean is used as 
feedstocks for biofuels production, the 
world price of these crops rose by 91% and 
68% respectively between June 2007 and 
February 2008. 

Due to concerns about food security, 
and based on expectations that food prices 
may continue to increase in the future, of 
ficials in many countries have adopted pol- 
icies to discourage the export of food. For 
example, the Argentine government re- 
cently increased its export tariff on soy- 
beans to 35% from 27.5%. At the same 
time, officials increased the export tariff 
on wheat to 28% from 20%. Indonesia of- 
ficials also increased the tariff on the ex- 
ports of palm oil to 6.5% from 1%. 

China’s officials have acted similarly. 
Since October 2007 the government tem- 
porarily reduced the import tariffs on soy- 
bean oil to 1% from 3% as a way to 
partially ease pressure on domestic prices. 
To discourage food exports, China’s gov- 
ernment eliminated export subsidies for 
all grains and a set of other processed 
products at the end of 2007. In January 
2008, it imposed export tariffs of 5% to 
25% on the same commodities. In April 
2008 it sought to ease prices of agricultur- 
al inputs by restricting the export of chem- 
ical fertilizers. When summed together, 
the changes to trade policies in individu- 
al countries are aggravating the imbalanc- 
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es of food supply and demand on the 
international market. This is another rea- 
son that food prices have risen so sharply 
across the globe in recent months. 

Furthermore, food prices have almost 
certainly been affected by speculative be- 
havior. With the expectation that food 
prices may continue to increase in the fu- 
ture, food producers, consumers, traders 
and governments have sometime been in- 
duced to either reduce food supply or to 
increase food stocks. All of these activities 
will—at least in the short run—cause high- 
er food prices. 

It is clear that the rise in the price of 
food in China is largely being driven by 
forces in international markets, for sever- 
al reasons. First, over the past two years, 
China’s grain and livestock production 
(except for pork) has increased steadily. 
Second, there also has been no noticeable 
abrupt increase in the demand for China’s 
domestic food and feed. Third, since Chi- 
na’s accession to the World Trade Orga- 
nization in 2001, the shifts in the prices of 
most major agricultural commodities in 
China (including wheat, rice, maize, soy- 
bean and oilseeds) are consistent with the 
changes being experienced in internation- 
al markets. However, since the end of 2007, 
the links between the two markets have 
been temporarily broken because of the ef- 
forts by China’s government to intervene 
in agricultural trade. During the past sev- 
eral months, while the international price 
of food has increased steadily, the price of 
food in China has flattened out or even be- 
gun to decline. 

Since late 2006, the price of pork has 
risen steadily in concert with price rises 
experienced on international markets. 
During this time, the growth rate of price 
of pork in China, in fact, rose faster than 
the international price, which can almost 
certainly be tracked to low prices in recent 
years. Before 2006, the price of pork had 
remained quite low for many years. Final- 
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ly by the mid-2000s there was relatively 
little incentive for farmers to produce, and 
in the mid-2000s production fell. In addi- 
tion, in 2006 there was an outbreak of a 
relatively severe hog disease (blue-ear dis- 
ease) which led to a 9.2% decrease in sup- 
ply in 2007. More recently, heavy 
snowstorms also led to a decline in the vol- 
ume of pork (as well as vegetables) sup- 
plied to domestic market, which in turn 
helped fan the price rises. 

So why have Ching’s prices risen rela- 
tively less than the rest of the world? In 
short, the nation has used two policy 
mechanisms to ease the price of food. 
First, China’s leaders chose to release 
grain from grain stocks, even though there 
was no supply shock. Second, export con- 
trols have at least temporarily relieved 
pressure on prices. 

Of course, these policies are not sus- 
tainable. Stocks in China are primarily for 
disaster relief and are not kept in volumes 
that can be used to stabilize markets over 
long periods. With the resumption of the 
rise in the price of rice, it appears as if Chi- 
na’s leaders have decided to not intervene 
(or can not intervene). In addition, inter- 
national export controls are only a tempo- 
rary measure. While the cessation of 
exports of maize have eased pressures in 
domestic markets (especially when cou- 
pled with the release of maize stocks), this 
has kept maize prices relatively low in 
China. At the same time, the price of soy- 
bean has risen rapidly, being linked to the 
world market price (since China is the 
world’s largest importer of soybeans). As a 
result, during recent field surveys in 
Northeast China, we discovered that many 
farmers are interested in expanding soy- 
bean area this year at the expense of maize. 
Clearly, this will lead to higher maize pric- 
es inside China next year—and will under- 
mine the past efforts to stabilize the price 
of maize. 

Global food prices will remain high, 
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and it is possible they will continue to rise. 
Even if the price of oil falls below $70 per 
barrel, the incentives put in place by the 
governments of the U.S., Europe and Bra- 
zil will keep the demand for agricultural 
commodities for feedstocks high and keep 
prices from falling. 

Because of the economics of biofuels, 
as well as the political economy of agricul- 
tural policy in the U.S., even if there are 
temporary declines in the price of food (or 
a slowing of their rise), in the future we 
will never come back to an erain which we 
saw steadily low food prices. Until biofuels 
emerged in a major way, food prices during 
the previous 100 plus years had fallen in 
real terms. We truly believe that we are 
currently experiencing a historic water- 
shed. Agriculture is entering a new era of 
development that has never been experi- 
enced before—it will be a period of sus- 
tained high food prices. 

The price of grain in China is under ris- 
ing pressure to go up with the increasing 
price gap between domestic and world 
markets. From the end of 2007, China’s 
grain prices have been deviating from the 
world price. This gap has been maintained 
by policies that have sold off national re- 
serve grain (and thereby expanding sup- 
ply) and by edicts that have restricted 
exports. The world price of wheat at 3,040 
yuan per ton (around $439) was almost 
double China’s domestic wheat price (1,610 
yuan per ton) in February 2008 (although 
a part of this is due to differences in qual- 
ity). In the meantime, the world price of 
rice also rose to 20% higher than the do- 
mestic price, meaning that even as China’s 
rice price rose in March and April, it still 
lagged behind the global price. There is a 
tendency for the same dynamics to occur 
in the case of maize. Therefore, it is impor- 
tant to explore how long policy makers in 
China will be able to maintain their influ- 
ence over lower domestic prices. 

In fact, if current control policies 
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are maintained, there could be a serious 
grain price inflation which could become 
a national crisis within one to two years. 
Unlike world prices, the average price of 
China’s three main staple crops has de- 
creased since the middle of 2007 (though 
rice has risen considerably in the past few 
months). The ratio between the price of 
grain and the price of soybeans has dete- 
riorated. As aresult, in the coming seasons 
farmers in China will likely reduce (in a 
relative sense) grain production and move 
to more profitable crops (e.g., shift from 
maize to soybeans). As a consequence, we 
should expect that there will be addition- 
al pressure on the price of grain to move 
sharply up. While selling grain out of 
stocks can postpone the problem, in the 
longer run stocks can no longer be used. 
Thus it is very important for China’s gov- 
ernment to balance the potential crisis of 
today with that of tomorrow. If prices are 
allowed to rise now, they will stimulate 
domestic production of key commodities. 
In the longer run, this rising supply will 
help moderate future price increases. 
Previous research has shown that Chi- 
na’s grain and oilseed markets are closely 
interlinked. And since as the largest im- 
porter of oilseeds in the world, China’s 
prices for oilseeds are closely linked to 
world market prices, there will be pres- 
sure for the price relationship between 
grains and oilseeds to follow the patterns 
set in international markets. In short run, 
however, the pressure in the relationship 
will come through oilseeds. In grain, im- 
ports and exports are managed through 
the tariff rate quota-management system, 
meaning the state can limit exports to iso- 
late itself from both domestic and foreign 
markets. The situation in the edible oil 
market is totally different. In 2007, soy- 
bean imports and exports amounted to 
30.82 million tons. Domestic production 
was only 14.4 million tons. Because of this 
volume of trade, the price in the domestic 
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market for soybeans moves in close con- 
cert with the price in the international 
market. Therefore, it will be difficult to in- 
tervene in the edible oils market. As the 
price of soybeans internationally has more 
than doubled over the past 18 months, Chi- 
na’s farmers should be expected to expand 
soybean production in 2008. If so, prices 
will tend to stabilize or move slightly 
down-—though this will not have too large 
of an impact. 

The price of pork reached its peak dur- 
ing the first two months of 2008. Although 
the rate of growth has dampened, the price 
of pork will stay at a high level. From April 
2007 to February 2008, the price of pork 
increased about 80%. Because of this, 
farmers responded. This is true even 
though the price of feed rose. After re- 
maining steady in January 2008, the price 
of pork actually started to decline in Feb- 
ruary and early March. Since the increase 
of the price of pork accounts about one- 
third of overall price increase since the 
middle of 2007, when the pork price cools, 
the rate of rise of food should be expect to 
decelerate. 

Since this round of price rises of agri- 
cultural commodities, unlike in the past, 
may be expected to be long-term in nature, 
the government should look upon this as 
an opportunity. The positive impact of sus- 
tained high prices on the development of 
agriculture will be far-reaching. There 
will also be sustained negative conse- 
quences for consumers that need to be 
dealt with. 

There are several factors to consider. 
First, rising agricultural prices will be able 
to play a major role in solving the “Three 
Nong Issues,” that is, issues related to the 
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low level of development and poverty in 
agriculture (nongye), the farm household 
(nongmin) and for rural issues in general 
(nongcun). Higher prices on a sustained ba- 
sis will help raise the overall income of 
farmers. Because almost all rural house- 
holds—especially those that are poor—have 
access to land, higher prices will play a key 
role in the war on poverty. The increase of 
food prices also will help narrow the gap 
between urban and rural incomes, which 
has been stated will be an important part 
of building a harmonious society. 

Second, if the high prices of agricultur- 
al products stay high for an extended pe- 
riod of time, it may change the history of 
agricultural development. Agriculture’s 
torment in the past is that the price of its 
output was always expected to fall and so 
it was not a sector that attracted a lot of 
investment. If this is no longer true, it may 
be that the agricultural economy is enter- 
ing into a new era of development. With 
higher prices expected far into the future, 
the status of agriculture in the economy as 
a whole will be enhanced. More invest- 
ment will be attracted. Ultimately, this 
means, of course, that there will be im- 
proved agricultural productivity and con- 
tinued high output. 

Finally, despite the benefits, rising pric- 
es are a double-edged sword. Consumers— 
in particular those in the low-income 
urban class—will be negatively impacted. 
It is possible that this will in part under- 
mine urban social and political stability. At 
the same time, the increase in food prices 
will increase the pressure for higher wag- 
es, which indirectly will impact on the 
production costs of other sectors. Policies 
will be needed to offset these effects. 
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Indonesia’s Oil 
Subsidy Opportunity 


by Tim Bulman, Wolfgang Fengler and Mohamad Ikhsan 





HE QUADRUPLING OF oil 
prices over the past five 
years has had a significant 
impact on public finances 
across East Asia. Govern- 
ment budgets in many economies are un- 
der pressure, particularly when saddled 
with substantial energy subsidies. Only in 
the few countries that are net energy ex- 
porters would one expect to see a benefit 
from higher oil prices. 

As one of those exporters, however, In- 
donesia is an exception: So far at least the 
government has failed to reap net gains 
from trade in fuels, even though revenues 
from oil and gas represent around 30% of 
the country’s budgetary resources. The 
main reason is that Indonesia represents 
the most extreme example of spending on 
energy subsidies in the East Asia region. 

At the end of May 2008 the govern- 
ment took a crucial step by raising subsi- 
dized fuel prices by an average of 28.7%. 
The authorities also plan to introduce 
measures to restrict subsidized fuel con- 
sumption later in the year. However, if 
global crude oil prices continue to increase 
at current rates Indonesia could face a re- 





peat of this challenge within the next 12 
months. 

Jakarta is missing a huge opportunity to 
use its oil and gas revenue windfall to push 
for better infrastructure and public servic- 
es. Indonesia is still a net beneficiary of 
high oil prices, notwithstanding spending 
on energy subsidies that disproportionate- 
ly benefits Indonesia’s richest households. 
However, there is a mismatch between the 
center and the regions. The central govern- 
ment receives most of the revenues but also 
needs to pay for all the subsidies. The high- 
er the gap between national and interna- 
tional fuel prices, the lower the benefits for 
the center. By contrast, the regions, which 
are not paying for the subsidies, are always 
net beneficiaries of high oil prices. 

Indonesia’s oil and gas sector is a signif- 
icant segment of the overall economy, al- 
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though more modest than in previous years. 
But today Indonesia is only a net energy ex- 
porter thanks to its exports of liquid natu- 
ral gas. The petroleum sector—once the 
country’s flagship driver of economic 
growth—has now become its Achilles’ heel. 
Since 2000, crude oil production has de- 
clined by one-third, just as international 
prices have surged at their fastest rate in 
the past three decades. 

The continuous decline in production 
made Indonesia a net petroleum importer 
in 2003. However, proven oil reserves have 
increased over the past two years and now 
stand at 13 years of 2008 production levels. 
Coupled with Indonesia’s growing gas ex- 
ports, these new oil reserves provide the 
country with an opportunity to re-emerge 
as a strong energy exporter once again. 

Declining oil production has led to 
stagnation in oil and gas revenues, while 
nonoil and gas revenues, such as income 
tax and value added tax, have been in- 
creasing. This is why oil and gas now play 
a smaller role in Indonesia’s public financ- 
es than they did in 2000, prior to the in- 
crease in global oil prices. Since the East 
Asian crisis, there has been very little in- 
vestment in new fields in Indonesia, and 
the existing fields are aging. Higher gas 
production has partially filled the revenue 
gap, but gas is less lucrative for public rev- 
enue due to differences in 
production-pricing, costs 
and revenue-sharing agree- 
ments with the govern- 
ment, as well as more 
modest increases in global 
gas prices. 

Suharto’s New Order 
regime inherited and con- 
tinued fuel subsidies in 
1967. These increased 
markedly in the 
period of the Asian 
financial crisis 
from 1998 to 2000 
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following the sharp depreciation of the In- 
donesian rupiah. Postcrisis, subsidies 
started to attain significant levels, prompt- 
ing the government to raise domestic fuel 
prices slightly in 2001. Consequently, 
spending on subsidies declined in 2002 
and 2003, also helped by the appreciation 
of the rupiah. This situation led the gov- 
ernment to allow domestic fuel-product 
prices to move with global prices. How- 
ever, this bold reform was hastily prepared 
and poorly communicated. The fuel-price 
increases, coinciding with an increase in 
various utility prices on Jan. 1, 2003, 
prompted widespread protests that, in a 
pre-election year, forced the Megawati 
government to decouple domestic and 
global prices. In effect, the problem was 
left for the next government to resolve. 
The fiscal situation grew increasingly 
critical as international oil prices almost 
doubled, to $55 per barrel in 2005 from $30 
per barrel in 2003. During this period, fuel 
subsidies increased sharply and reached 
$15 billion, nearly 5% of app. The newly 
elected government of President Susilo 
Bambang Yudhoyono responded by in- 
creasing subsidized product prices by a 
weighted average of 160% over two adjust- 
ments in March and October 2005. How- 
ever, the government kept the subsidized 
prices of gasoline, diesel and household 
kerosene fixed rather than linked to 
global prices, even though gasoline 
prices approached international 
prices toward the end of 2005. It 
also continued to subsidize elec- 
tricity consumption. Fuel con- 
sumption fell immediately 
and, for several 
months, retail 
prices neared the 
actual econom- 
ic cost of most 
fuels. 
E AER In 2008, 
e RES Indonesia is 
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facing a situation similar to 2005—only 
this time with higher oil prices and larger 
volumes. Since 2005, the international oil 
price has once again doubled, while do- 
mestic fuel and electricity prices have 
been kept constant. Even based on the gov- 
ernment’s conservative assumption of an 
average oil price of $95 per barrel, fuel and 
electricity subsidies will reach $15 bil- 
lion—despite the 28.6% fuel price increase 
at the end of May. As the chart nearby 
shows, this is more than double the central 
government’s capital or social spending. 
Kerosene is the most heav- 
ily subsidized fuel product, 
with a subsidy of $0.40 per 
liter (at 2007 average pric- 
es), more than twice its ad- 
ministered price of $0.20 
per liter. So, while kerosene 
makes up only about a quar- 
ter of the total volume of 
subsidized fuel products 
consumed, it absorbs more 
than half of the total sub- 
sidy; gasoline and diesel ac- 
count for roughly one 
quarter of total subsidy 
spending each. 

Even after the May 2008 fuel-price ad- 
justment, subsidies remain the largest 
spending item in Indonesia’s budget. In 
2008, government subsidies of energy 
products will almost certainly reach over 
4% of GDP, or almost 20% of central gov- 
ernment spending. 

One factor influencing the volume of 
subsidized product consumed is the gap be- 
tween the subsidized price and the cost of 
the unsubsidized product. As the gap wid- 
ens, consumers have more reason to switch 
to the subsidized product, and smuggling 
becomes more profitable. As a result, con- 
sumption increases. In 2008, fuel consump- 
tion is already about 20% higher than 
initially projected. Recent experience sug- 
gests that a 10% increase in the market 
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DOUBLE THE MONEY 


Energy subsidies dominate 2008 central 
goverment expenditure, in billions of $ 





Subsidies Capital 
investment 
NOTE: ASSUMES OIL AT $95 OPER BARREL 


SOURCE: MINISTRY OF FINANCE, 2008 APBN-P; 
APBN FOR SOCIAL EXPENDITURE 
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price of gasoline leads to 1% more subsi- 
dized gasoline being consumed. 

Short of a significant drop in interna- 
tional crude oil prices, Indonesia’s policy 
makers have two options for limiting sub- 
sidy spending: raising retail prices of fuel 
products, or reducing the quantity of sub- 
sidized products consumed. Increasing 
the price of any fuel product will lead con- 
sumers to reduce their use of that product, 
and to switch to other products. Past data 
suggest that raising gasoline prices to 
5,000 rupiah per liter ($0.55) from the 
current price of 4,500 ru- 
piah will reduce gasoline 
consumption by 2.75%. 
According to our esti- 
mates, a 20% increase in 
the price of kerosene—rel- 
atively modest given its 
very large subsidy—will 
lead to about 3.5% less be- 
ing consumed. 

We saw above how fuel 
subsidies dwarf the gov- 
ernment’s infrastructure 
investment and spending 
on social programs. In ad- 
dition to this dispropor- 
tionate allocation, fuel subsidies are also 
highly regressive. Subsidies have direct 
and indirect effects on household real in- 
come. Households benefit directly from 
lower energy prices and indirectly through 
lower prices for other goods and services, 
as the fuel subsidy makes them cheaper to 
produce or distribute. The rich are the 
main beneficiaries of the fuel subsidy. As 
the second chart shows, the top 10% of In- 
donesia’s income distribution consumes 
45% of the subsidy, in sharp contrast to the 
poorest 10%, which receives less than 1%. 
Even this may underestimate the regres- 
sivity involved, as those who benefit from 
smuggling (normally the rich) are not cap- 
tured in these calculations. 

It is often argued that fuel subsidies 





Social 
programs 


protect the poor. But on top of the direct 
regressivity of subsidies, there are other 
reasons why fuel subsidies are an ineffec- 
tive social safety net: 

æ Subsidies reduce spending for public 
services and poverty reduction. Indonesia’s 
public services and infrastructure are in 
great need of upgrading, but subsidies 
crowd out these crucial investments. 

æ Subsidies undermine good macroeco- 
nomic policy. Spending on subsidies tends 
to rise when the global economy booms 
and fall during downturns, given the pro- 
cyclicality of international 
oil prices. 

æ Subsidies hinder com- 
petitiveness. In Indonesia, 
Pertamina is the only com- 
pany licensed to sell fuel at 
subsidized prices. Although 
new companies have en- 
tered the market recently, 
they are restricted to mar- 
ket-priced fuels, which are 
almost double the main 
subsidized fuels. 

æ Subsidies distort price 
signals for industry and households. Firms 
and households make inefficient and un- 
competitive choices, resources are used in 
ways that do not maximize their returns, 
and production processes are less efficient 
than they would be if producers faced the 
true cost of their activities. For example, 
consumers choose fewer fuel-efficient 
cars, or live further from their workplaces 
than they would if they faced the true 
costs of using fuel. This also increases car- 
bon emissions that are damaging to the en- 
vironment and harmful to the health of 
the population. 

æ Lastly, subsidies generate opportuni- 
ties for corruption and smuggling of prod- 
ucts. Fuel products can be bought 
domestically at below-market prices and 
smuggled to neighboring countries, or 
used for purposes not intended to benefit 


e | 
on i 
o i 


FROM SUSENAS 2007 


Indonesia’s Oil Subsidy Opportunity 17 


WHO BENEFITS? 
Indonesia’s richest households 
receive most of the fuel subsidy 


Household 
consumption decile 


SOURCE: WORLD BANK CALCULATIONS 
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from the subsidy. This in turn weakens the 
institutions of governance and the rule of 
law, and wastes entrepreneurial energy. 

Oil and gas production is not just a 
source of revenue for the central govern- 
ment. In Indonesia, the main beneficiaries 
of high oil prices are subnational govern- 
ments. These governments receive higher 
revenues but do not need to contribute to- 
ward energy subsidies. Indonesia’s more 
than 450 districts and 33 provinces receive 
26% of total revenues as a block grant and 
a direct share of oil and gas revenues. These 
are the two most important 
components of Indonesia’s 
intergovernmental fiscal 
architecture, and both have 
been increasing sharply in 
recent years, partly due to 
rising oil prices. However, 
the fiscal arrangement is 
more complicated, as the 
main transfer is deter- 
mined by an amount set in 
the budget—not by actual 
revenues. 

The increase in overall 
government revenues has also led to sub- 
stantial increases in subnational resourc- 
es, but the nature of the increase depends 
on the total revenue estimates of the cen- 
tral government. In the 2006 budget— 
when the government doubled its oil price 
assumption to $60—most districts and 
provinces experienced “positive revenue 
shocks,” with an average increase in trans- 
fers of 50%. As expected, Indonesia’s dis- 
tricts had difficulty absorbing these 
windfalls. Many have “parked” their extra 
resources in central bank debt securities, 
which reached almost $12 billion (or 3% of 
GDP) in April 2008. It is likely that Indone- 
sia’s subnational governments will experi- 
ence another positive revenue shock in the 
2009 budget, as the central government 
will need to increase the oil price assump- 
tion substantially above $60 per barrel— 
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the assumption used in the initial 2008 
budget. 

The overall “revenue-sharing” ar- 
rangement involves two steps. First is the 
sharing arrangement between the Indone- 
sian government and operators (mostly in- 
ternational companies), as well as the 
deduction of taxes. These arrangements 
are governed by production sharing con- 
tracts. Second, the remainder is shared be- 
tween the central government (typically 
70%) and subnational governments (typi- 
cally 30%). These revenues from oil and 
gas tend to be concentrated in a small 
number of oil- and gas-producing regions, 
particularly Aceh, Riau and East Kaliman- 
tan. The special autonomy status regions 
of Aceh and Papua are exceptions, both re- 
ceiving 70% of the oil and gas revenue- 
share, the funds from which are then 
managed at the provincial level. 

Indonesia is facing two important chal- 
lenges related to current high oil prices: 
the need to mitigate the impact of balloon- 
ing fuel subsidies and, at the same time, 
the need to increase oil and gas production 
which, paradoxically, has substantially de- 
clined over the past five years. As a result, 
revenues from oil and gas have also stag- 
nated, and become less important in the 
overall composition of Indonesia’s reve- 
nues., Over 2007, oil production fell to a re- 
cord low of 899,000 barrels per day, 
subsidies increased 55% compared with 
the budget assumption, while direct trans- 
fers through revenue-sharing stayed close 
to initial projections. As a result, the “oil 
and gas balance” of the central govern- 
ment became negative, at 13 trillion rupiah 
($1.5 billion), although it remained posi- 
tive at 50 trillion rupiah ($5.5 billion) for 
all levels of government. 

High oil prices lead to higher revenues 
and expenditures. However, expenditures 
have risen faster than revenues and, for 
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the central government, when the oil price 
passed $100 per barrel, so expenditures 
exceeded revenues. Following the average 
28.7% subsidized fuel price increase at the 
end of May 2008, the “crossover point” has 
now moved to around $130 per barrel. If 
the government had not adjusted fuel pric- 
es by an average 28.7%, the deficit would 
have increased by 0.3% of GDP at an aver- 
age oil price of $100 per barrel, assuming 
no expenditure cuts in other government 
programs. However, with oil prices at 
$100, even an average 50% increase in the 
subsidized fuel price leaves the govern- 
ment spending more on fuel product sub- 
sidies than if the oil price had remained at 
the 2007 level of $70 and subsidies had not 
been adjusted. 

The government’s oil-price adjustment 
is an important step toward making the 
best use of Indonesia’s oil wealth. It frees 
up resources to protect Indonesia’s poor 
and to invest in all Indonesians’ future in- 
comes. However, the recent policy move 
will not be enough if oil prices remain at, 
or above, $100 a barrel, and if Indonesia 
continues to fix fuel prices. One bold solu- 
tion would be to remove subsidies from the 
political process altogether by linking reg- 
ulated fuel prices to the market price in 
such a way that Indonesians gradually ac- 
cept the true opportunity cost of the fuel 
they use. This would eventually allow In- 
donesia to turn the current fiscal challeng- 
es into a huge opportunity to expand social 
services and infrastructure—along the 
lines seen in the 1970s, when Indonesia 
benefited from a similar oil-price boom. If 
the government is eventually able to redi- 
rect all its energy subsidies to public in- 
vestment programs, Indonesia’s black gold 
will create an additional $20 billion each 
year to invest in education, health, infra- 
structure and poverty programs for the 
long-term benefit of all Indonesians. © 
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Inequality’s Specter 
Haunts China 





Whether or not one credits the government rhetoric of creating a “har- 


monious society,” the widening gap between rich and poor has become 
a hot political issue. We present two different views on the topic. 


The Scorned 
And the Forlorn 


by Dorothy J. Solinger 


HE BIFURCATION OF Chinese so- 
ciety can be seen in official statis- 
tics, such as the fact that the 
poorest 10% of China’s citizenry control a 
mere 1.4% of total income, whereas the top 
10% own a full 45% of total assets. But it is 
also evident in everyday life. For instance, 
while migrant workers struggle to provide 
education for their children, offspring of 
the urban elite face a shortage of parking 
spaces on college campuses as more and 
more drive their own cars to school. 

The Communist Party does seem to be 
listening to the protests and labor disputes 
arising from this situation, and is attempt- 
ing to alleviate the inequities and inequal- 
ities at their roots. The government is 
meting out billions of yuan in order to pull 
up the income of the indigent and expand 





the size of the middle class, even as it si- 
multaneously seeks to wipe out corruption 
and clamp down on what it terms “exces- 
sively high salaries.” Clearly, the political 
elite are determined to stay atop and ahead 
of the tides of discontent. 

To cite a few examples, the central gov- 
ernment has planned fee exemptions and 
subsidies for students in 592 poor coun- 
ties; allocated increasing amounts of in- 
vestment to the western, less developed 
part of the country and eliminated the ru- 
ral tax; recently announced subsistence al- 
lowances for rural residents in abject 
poverty and increased the funds for the 
rural sector by 15.6% a year from 2003; 
and raised the dibao (minimum living 
guarantee) such that the outlay for poor 
relief in 2002 was 20-fold that of 1992. Al- 
though the job market is severely compro- 
mised and the majority of workers go 
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without welfare guarantees, the govern- 
ment claims it is giving these problems 
high priority. The results of its efforts re- 
main somewhat clouded, however, by the 
mixed reviews it has been receiving: some 
say the numbers of “incidents” and “dis- 
turbances” are steadily escalating, others 
that the reverse is true. When people have 
been surveyed directly, a majority claim to 
be contented, with their incomes climbing 
year by year. 

The next decade or so is likely to see a 
progressive advance of the better-off, both 
in their advisory capacity and in their clout, 
along with a few gestures (some substan- 
tive, others symbolic) to the disadvantaged, 
whose members will become entrenched as 
the socially.and politically excluded. Chi- 
na’s social future thus appears headed for a 
politics of complacency and sometimes 
scorn among the better-off, with a persis- 
tence of the present status of the forlorn. 


The New Underclass 


JUST HOW MUCH poverty is there in Chi- 
na’s cities today? This is a subject for vari- 
ous sorts of calculation and speculation, 
complicated by changing prices over time, 
differing definitions and standards 
(whether according to consumption or in- 
come), and regional variation. According 
to the China Human Development Report 
for 2005, prepared under U.N. auspices, 
300 million to 400 million Chinese were 
living on the margins in rural areas that 
year. Another estimate around the same 
time, arrived at in a World Bank study us- 
ing the norm of $1 a day to divide the poor 
from the rest, put the number of poor in all 
of China at just 130 million. However, the 
World Bank’s Development Report, as cit- 
ed in the Chinese Academy of Social Sci- 
ences’ 2006 Blue Book of Social 
Development, put the total at 200 million, 
while the Asian Development Bank, using 
expenditure data, found 37 million poor 


living in the cities. 

Using the Chinese government’s pre- 
ferred standard—namely, an annual per 
capita income of less than 683 yuan (about 
$85)—the State Council found only 23.65 
million rural residents living in abject pov- 
erty at the end of 2005. When measured 
by farmers’ net incomes and urbanites’ 
disposable incomes reported in the China 
Statistical Yearbook for 2004, the rural 
figure rises to 64.3 million, with another 
27.15 million in the cities, for a total of 
91.45 million poor in China. For the urban 
areas alone, estimates for the early 2000s 
range from 14 million to 37 million. 

Whatever the actual figures, they are 
being exacerbated by China’s unemploy- 
ment. The government had aimed to keep 
the official urban unemployment rate un- 
der 4.6% for 2006, but that goal was appar- 
ently not reached, as the target figure was 
subsequently revised to “below 5%” for the 
years 2007 through 2010. In 2006, a re- 
searcher at Beijing University’s China Cen- 
ter for Economic Research estimated the 
true rate of unemployment to be 10% to 15% 
and rising, while another scholar found it 
to be even higher, citing a rate of 16.36%. 
Meanwhile, roughly 10 million new work- 
ers are entering the labor market each year, 
even as the manufacturing sector’s ability 
to absorb labor is on the decline. 

A particularly worrisome development 
is the mounting number of unemployed col- 
lege graduates. In 2006 a reported one mil- 
lion applicants competed for a mere 10,000 
posts in the national examination for civil 
servants, and three of every five new uni- 
versity graduates were likely to be jobless. 
In 2007 the number of young people in 
search of jobs was expected to rise by 22% 
over the previous year, while the positions 
available were down by more than 20%. 
Clearly concerned, the government is mak- 
ing an effort to alleviate the situation, but it 
will be difficult to find a solution. Yet these 
sorts of exigencies do not seem to have af- 
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fected the political process or produced any 
political demands for greater inclusion or 
representation. Protests by baccalaureates 
have been narrowly focused on the demand 
for jobs rather than pleas for systemic po- 
litical change, while neither the poor nor 
the unemployed have gone to the streets de- 
manding democratic transformation. 

The ccp’s efforts to bring the excluded 
into the political process have not been en- 
couraging. What has been occurring is that 
worker and farmer representation in the 
party has dropped markedly, from nearly 
two-thirds of the ccr membership in 1994 
to less than half by the end of 2003. Figures 
for workers and farmers in the National 
People’s Congress suggest that by the late 
1990s their representation had fallen to just 
11% and 8%, respectively, after a high of 
27% and 21% in the early 1980s. Further 
symbolizing the marginality of the lower 
classes in the NPC, migrant laborers were 
not represented at all. 


Rise of the Middle Class 


ACCORDING TO THE National Bureau of 
Statistics, the annual income of a middle- 
class family in 2004 was been between 
60,000 yuan and 600,000 yuan ($7,500 to 
$75,000). Members of this stratum are civ- 
il servants, company managers, techni- 
cians, or private business owners—in 
other words, professional white-collar 
workers as well as private entrepreneurs. 
Because the boundaries of this division 
of the population are so indeterminate, es- 
timates of its numbers vary considerably. 
Some put its total at about 65 million in 
2005 (which would be 5.04% of the popula- 
tion) and expect the figure to reach perhaps 
750 million (45%) by 2020. Others calculate 
that the “middle stratum” already reached 
about 260 million in 2003 (20% of the pop- 
ulation) and will be close to 633 million 
(38% of the total population) by 2020. 
Despite the wide range of these predic- 


tions, the upward trend is unmistakable, 
but the figures must be considered along- 
side China’s 100 million aged population, its 
150-200 million migrants, and the 90- 440 
million people living in poverty. Each of 
these population segments is likely to con- 
tinue growing steadily as well . 

One of the newer categories, private 
entrepreneurs, is also on the rise. The 
owners of businesses who belong to this 
group have an average of 1.31 million yuan 
of registered capital, and numbered 3.65 
million in 2004, after increasing at the rate 
of 810,000 a year since 1995. The category 
could also be viewed as people participat- 
ing in China’s 2.44 million privately oper- 
ated firms, and if so its numbers rise to 34 
million for 2002 (or 4.62% of the employed 
population); of this total, 6.23 million were 
investors. Another 6.43% were small pro- 
prietors, small traders, and individual en- 
trepreneurs (getihu). Again, it is difficult 
to draw hard conclusions from this set of 
disparate data, except to note that this 
stratum is quickly expanding and attract- 
ing much attention. 

Politically, most indications are that 
the middle class and even more so the 
wealthy are wedded to, and benefit from, 
the current status quo. True, these people 
are sometimes willing to engage in resis- 
tance, but so far only in defense of their 
homes. In any case, the record of success 
in “pushing back” is not promising, and 
these people are not inclined to pursue any 
fundamental political change. Perhaps as 
a consequence—and also out of the leaders’ 
own hopes—the regime takes these people 
as its supporters, to judge from official in- 
tentions as expressed in the media. 

Recently, for instance, the party has 
been making much of the “new social 
classes,” meaning private businesspeople 
and self-employed intellectuals, who num- 
bered some 20 million as of 2006. Such 
elites are publicly praised for their tre- 
mendous contribution to both the eco- 
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nomic and social progress of the country. 
In the words of a China Daily article, “The 
Party says it will give reverence, assistance 
and guidance” to these people, as they “set 
the trends for the young generation.” 

The party-state is obviously keen to co- 
opt persons of this type, no doubt in the in- 
terest of stabilizing society, calling them 
the future “backbone of Chinese society.” 
Quite unlike those in the lower sections of 
society, who are becoming increasingly 
marginalized, many from these new social 
classes have been incorporated into urban- 
level branches of the Federation of Industry 
and Commerce, local people’s congresses, 
and people’s consultative conferences. 

As of late 2006, 38 of the top 100 busi- 
ness tycoons in the latest edition of China’s 
version of the Forbes list were members of 
the top organs of the state: 19 were deputies 
to the National People’s Congress (a dou- 
bling of such individuals in that body in just 
one year), with the rest belonging to the Na- 
tional Committee of the Chinese People’s 
Political Consultative Conference. On top 
of that, more than 200 members of the leg- 
islature—or nearly 7% —were private entre- 
preneurs. The Sixth Plenum of the 16th 
Party Congress even required that the 
provinces pick a certain number of Party 
members from this segment of society as 
deputies to the 17th Party Congress. 

In a related development, in the Party’s 
late 2005 statement celebrating its build- 
ing of democracy, the section on “the sys- 
tem of multiparty cooperation and political 
consultation under the leadership of the 
cpc” preceded the one on grass-roots de- 
mocracy, making much of the nine “demo- 
cratic” political parties that purport to 
represent wealthy businesspeople, and 
with which the Communist Party alleg- 
edly “collaborates.” 

If that document is any indication, in- 
ner-party cooperation and consultation are 
becoming institutionalized and standard- 
ized, and thus more important. Equally 
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telling are the important roles that entre- 
preneurs play in people’s congresses. They 
also hold leading positions in government 
and judicial organs and exercise democrat- 
ic supervision over the party and the state. 
It is these personages, in particular, whom 
the Party approaches for advice on con- 
structing its “harmonious society.” 

Clues to China’s near-term political fu- 
ture can be found not only in the overt po- 
litical behavior of its population but also 
in the composition and activities of select 
social groups whose numbers are increas- 
ing. These factors suggest that change, 
when it comes, is more apt to be initiated 
by the top political decision-makers than 
by the popular strata within society. Fur- 
thermore, the discontented segments of 
the populace, those with the potential to 
become activists—ranging from members 
of nongovernmental organizations, neti- 
zens, intellectuals, and artists to peasants 
rioting over pollution or against the dis- 
possession of their land, people newly con- 
scious of their rights, and those enraged 
by official corruption— are too geographi- 
cally dispersed to create broadly based in- 
fluential movements. Thus there seems to 
be little potential for organizational suc- 
cess, since many social barriers separate 
the members of these groups. Besides, per- 
ilous risks await anyone who aspires to 
lead demands for sociopolitical change. 

The government appears set to concen- 
trate on building its “harmonious society,” 
in part through the new alliance with the 
upper strata of the population. At the same 
time, it will likely use a growing portion of 
the state’s coffers to quiet those at the 
base—to keep them minimally satisfied but 
still politically excluded. The Chinese pol- 
ity appears to be moving not toward de- 
mocratization, in which numbers count, 
but toward elitism. This, then, is a politics 
of complacency and scorn among the so- 
cial strata who matter, and a politics of the 
forlorn for those who do not. = 
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All Inequality Is Not Equal 


by Arthur C. Brooks, and Charles Wolf, Jr. 


HE PROPOSITION THAT less in- 

T come inequality is better and 

more is worse is both politically 

correct and widely accepted. It is increas- 

ingly central to thé political discourse in 

some developing nations where soaring 

economic growth rates have made entire 

populations richer—but some citizens 
much richer than others. 

In China, for example, trade-fueled 
growth has more than tripled average real 
per capita income since 1990, accounting 
for over 75% of poverty reduction in the 
entire developing world. But, while cele- 
brating this extraordinary achievement, 
China’s President Hu Jintao’s address to 
China’s 17th Party Congress in October 
2007—roughly comparable to the Ameri- 
can president’s State of the Union ad- 
dress—raised the alarm about rising gaps 
between rich and poor. Indeed, he accord- 
ed equal priority to reducing inequality as 
to high economic growth among China’s 
main goals. As President Hu formulated 
China’s objectives for the next decade: 

“We will improve the distribution sys- 
tem... [so] ... a proper balance will be struck 
between efficiency and equity in both pri- 
mary distribution and redistribution, with 
particular emphasis on equity in redistri- 
bution....We will increase transfer pay- 
ments, intensify the regulation of income 
through taxation ... and overhaul income 
distribution with a view to gradually re- 
versing the growing income disparity.” 

Does China have an “inequality prob- 
lem,” compared with, say, the U.S.? To an- 
swer this question requires a look at the 
most widely accepted and generally useful 
quantitative measure of income inequality, 
the Gini coefficient, named for its origina- 
tor, Corrado Gini, an Italian statistician in 


the early 20th century. This number rang- 
es between 0 (signifying “perfect” or max- 
imum equality), and 1 (signifying maximum 
inequality). 

The coefficient indicates the gap be- 
tween two percentages: the percentage of 
the population, and the percentage of in- 
come received by each percentage of the 
population. If, say, 1% of the population re- 
ceives one percent of total income, and all 
subsequent percentages of the population 
receive the corresponding percentages of 
total income, the Gini coefficient is O— 
there is no gap between the income and 
the population percentages. If, at the oth- 
er extreme, all of the economy’s income 
were acquired by a single recipient, the 
gap would be maximized, and the coeffi- 
cient would be 1. 

If the coefficient approximates 0, in- 
come received by each individual (or fam- 
ily, or household) would be exactly the 
same—each percentage of the population 
would receive the corresponding percent- 
age of income; the system’s survival would 
be jeopardized by an absence of pecuniary 
incentives for entrepreneurship, innova- 
tion and productivity. If, on the other 
hand, the coefficient approximates 1, all of 
the economy’s income would be acquired 
by a single recipient. The system’s survival 
would depend precariously on the altru- 
ism of that single recipient, with the risk 
of revolution if altruism is insufficient! 

America’s Gini coefficient climbed to 
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0.44 from 0.39 between 1985 and 2005, fu- 
eling the current arguments in the U.S. 
about income inequality and perhaps fa- 
voring the political fortunes of those who 
advocate greater redistribution of wealth. 
Meanwhile, China’s coefficient rose to 0.47 
from 0.35 in the past five years, according 
to the Asian Development Bank. China 
may be on its way to making the U.S. look 
positively egalitarian. 

Contrary to conventional wisdom, 
however, whether any specific change in 
the Gini coefficient closer to or farther 
from equality is generally “good” or “bad” 
cannot be judged a priori. This judgment 
depends on whether the strengthened in- 
centives toward higher productivity that 
might be associated with a movement to- 
ward higher inequality are offset by the 
aggravation of social tensions that might 
be associated with the same movement. 

In turn, such a judgment is likely to de- 
pend critically on how and why the change 
in inequality has occurred, rather than on 
the magnitude of the change. For example, 
whether the coefficient’s change is (or is 
perceived to be) due to favoritism, nepo- 
tism, and corruption, or instead to innova- 
tion, productivity and entrepreneurship; 
whether the change is viewed as earned, 
fair and legitimate, or instead as connived, 
unfair and illegitimate. 

In any event, the concern about in- 
equality expressed by President Hu re- 
flects the truth of an old Chinese proverb 
that “inequality, rather than want, is the 
cause of trouble.” Many an oligarch has 
lost his head after ignoring this point. 
With its vast geography, enormous popu- 
lation, rapid growth and an increasing im- 
possibility of limiting access to outside 
information, some observers believe Chi- 
na may be or may become a political tin- 
derbox. 

To ameliorate class tension through in- 
come redistribution may therefore be 
viewed as sensible because it will enhance 
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prospects for political survival. This view 
may gain credence from the fact that most 
recent and violent protests against China’s 
ruling authorities have occurred in Tibet 
and western Xinjiang, two of China’s low- 
est income provinces. 

However, if an income-equalizing and 
redistributional approach were vigorously 
pursued by its top policy makers, China’s 
rapid economic growth might slacken. As 
Europe has long demonstrated, and as the 
U.S. may begin to experience henceforth, 
income equalization strategies tend to 
lower entrepreneurial as well as labor in- 
centives, and can easily shave nontrivial 
amounts off economic growth rates. 

This trade-off between increased 
equality and economic growth is further 
complicated in China because it also faces 
a highly-expensive “modernization of na- 
tional defense and the armed forces.” In 
his litany of goals, President Hu recog- 
nized this as another powerful resource 
claimant, ranking it only slightly lower in 
priority than equality and growth. 

China—known to evince no less human 
envy than America or Europe—may well 
be facing a Faustian bargain between sus- 
taining its astounding rates of economic 
growth, and maintaining long-term polit- 
ical stability. Interestingly, few analysts of 
China’s economy have predicted any slow- 
down in Chinese growth rates over the 
coming decades, because, notwithstand- 
ing the “tinderbox” allusion above, they 
don’t consider inequality to be as much of 
a political danger in China as some con- 
sider it to be in the West. 

Depending on the extent to which Mr. 
Hu’s rhetoric materializes in major redis- 
tributional policies, the alarmist scenarios 
we commonly hear of the U.S. being over- 
taken as the world’s largest economy may 
become increasingly unlikely if and as 
China’s rulers seek to placate the masses 
who—while growing richer—are not grow- 
ing rich as quickly as the favored few. WE 
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Earthquake Rocks 
China’s Civil Society 


by Amy E. Gadsden 
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N THE DAYS following the 
May 12 Sichuan earth- 
quake, volunteers began 
streaming into affected 
areas bearing medical 
supplies, food and money. The media 
quickly began covering these efforts, high- 
lighting stories of urban Chinese profes- 
sionals driving their new cars overnight to 
reach the earthquake zone and retirees 
sending their monthly incomes to help 
purchase medicine. A “shock of conscious- 
ness,” as one scholar called it, swept the 
country, as citizens instinctively set aside 
their decades’ long push to get gloriously 
rich and turned their attention to helping 
victims. 

But the media was interested in more 
than the collective grief that drove school- 
children to raise funds for earthquake relief 
or a middle-aged woman to board plane 
loaded with supplies. Across China, volun- 
teers were coming forward spontaneously 
and working through local organizations 
and in small groups to coordinate their ef- 
forts. In the days after the quake, the Com- 
munist Party was not leading the public 
response, and that, as much as the respons- 


es themselves, was noteworthy. With vol- 
unteers racing to the site to help and the 
Internet teeming with campaigns to raise 
funds, a new question surfaced: does China 
have a civil society? Is the earthquake, as 
the Toronto Globe and Mail put it, “a his- 
toric moment, the first signs of the emer- 
gence of broad-based civil society in a 
country where emperors and autocrats 
have ruled for centuries”? 

Talk of civil society and nongovernmen- 
tal organizations began in the 1990s, but 
truly independent grass-roots organiza- 
tions engaged in community development 
or social issues were few if any. Even the 
terminology caused problems. For reasons 
of political sensitivity, people used “non- 
profit organization” instead of Ncos when 
describing community-based groups and 
the roles that they might play in China. In 
the mid-1990s, academic research centers 
were established in leading universities 
across the country. Conceived in part as 
clinics aimed at giving students practical 
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experience, they emerged as leading advo- 
cacy centers in their respective fields, run- 
ning hotlines, generating research and 
policy documents, and pursuing strategic 
litigation aimed at protecting the environ- 
ment or women’s rights or legal reform. 

The university-based centers were pro- 
to-NGOs in many ways. In the early 2000s, 
they began giving way in numbers to more 
independent, grass-roots organizations 
working directly with citizens on develop- 
ment or rights issues. Unlike the university 
centers, these NGos are not formally en- 
sconced in a university or research center. 
They often occupy small commercial spac- 
es or residential apartments. Though mod- 
estly funded and staffed, they are spread 
throughout the country and focused on a 
range of important social and political is- 
sues. In Qinghai Province, an NGO run by 
ethnic Tibetans works with minority popu- 
lations to address resettlement and poverty 
relief and piloted a legal-awareness cam- 
paign translating Chinese laws into Tibet- 
an and running workshops to educate 
nomadic herders about their rights under 
the law. In Guiyang City, the capital of the 
poor southwestern province of Guizhou, an 
NGO Development Forum provides office 
space to local community groups and runs 
workshops for them on fund-raising, pro- 
gram design and community outreach. One 
labor advocacy NGO maintains offices in 
Beijing, Shenzhen and Shenyang to help mi- 
grant workers integrate into cities and re- 
cover garnished or unpaid wages. Its 
near-term plans are to open offices in 10 cit- 
ies throughout the country. 

The official number of NGOs in China, 
like so many other statistics on Chinese 
growth, is dizzyingly high and generously 
calculated. A 2005 Ministry of Civil Affairs 
report pegged the number of “social orga- 
nizations” at 168,000. But this number in- 
cludes everything from philanthropic 
groups to arts and culture associations to 
sports clubs. Whether or not these are “real 


NGOs” is subject to debate. Of these thou- 
sands of civic organizations, there is a small 
handful that is directly engaged on critical 
issues facing Chinese society. Many of these 
are unregistered or registered as commer- 
cial entities to avoid scrutiny. 

Within the NGo community there is de- 
bate about which organizations are “real 
NGOs.” Grass-roots NGO activists in China 
generally assume that registered NGOs have 
traded their autonomy in exchange for of- 
ficial sanction. Newly founded NGos will 
disparage older ones for maintaining more 
collaborative ties with government, which 
was anecessity for an organization founded 
in the mid-’90s when there was less latitude 
for establishing Ncos than there is today. 
The debate also focuses on distinguishing 
between NGos that are doing “safe” NGO 
work, which might include things like 
working with children or the elderly, and 
more politically sensitive work, such as on 
the environment or migrant labor. But the 
line between safe and political is a fine one 
as many NGOs have found out. 

NGO leaders themselves go to great 
lengths to downplay the political nature of 
their work. Rural development NcGos talk 
about poverty relief, economic develop- 
ment, and efficient market strategies for 
farmers. Underlying their work is the im- 
portance of rural representation in policy 
making and the need to protect rural prop- 
erty rights, but few NGo leaders would ar- 
ticulate their mission in that way. AIDS 
NGOs might be focused on antidiscrimina- 
tion. But they do not make a constitution- 
al claim to workplace protection. Women’s 
NGOs are working to increase the numbers 
of women in government at the local level. 
But they focus on cultural bias toward 
women, and less on the endemic corrup- 
tion and lack of fair, transparent balloting 
procedures that keep many men and wom- 
en out of office at the grass-roots level. 

This kind of semantic finessing is not 
merely a survival strategy. It reflects what 
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seems to be a widely held desire by Chinese 
NGOs to be good partners for government. 
They want to be taken seriously and brought 
into discussions about community develop- 
ment. New NGO programs are aimed at 
building better links with local government 
agencies. For the most part, NGOs want to 
be honest brokers, highlighting problems 
when the see them and calling on govern- 
ment to take action, but not opposing gov- 
ernment on a broader political stage. 

There is evidence that the Chinese gov- 
ernment sees the potential of Naos as part- 
ners as well. In 2007, Sichuan Province 
released a report calling endorsing NGos as 
“irreplaceable” partners in preventing the 
spread of HIv and Arps. The Xinhua news 
agency quoted a local health official, who 
said, “Fighting the n1v/arps epidemic is a 
protracted war, during which the nao is a 
force not to be ignored. They can go to the 
places, and initiate some activities that gov- 
ernment organizations are unable to.” 
These kinds of statements, while few in 
number, raise hope within the NGO commu- 
nity that they might be given increased 
space to play arole in policy discussions and 
in provision of services. 

Independent Neos face not only govern- 
ment and Party unwillingness to accept 
them as interlocutors. Government spon- 
sored “mass organizations” are also stand- 
ing in the way of civil-society development. 
These long-standing organizations such as 
the All-China Women’s Federation or the 
All-China Federation of Trade Unions have 
tentacles that extend all the way down to 
the grass-roots level through local offices. 
When grass-roots NGOs try to work in local 
communities, the often step on the toes of 
these quasibureaucrats. 

China’s mass organizations also are 
wise to the benefits of NGo status on the in- 
ternational stage. The All-China Women’s 
Federation was the designated NGo repre- 
sentative at the United Nations when China 
presented its report to the Committee to 


Eliminate All Forms of Discrimination 
against Women in 2006. Several indepen- 
dent women’s groups also attended the 
meeting, but their presentation time was 
significantly curtailed, and, most impor- 
tantly, they did not feel that they could 
write the critical “shadow report” to ex- 
press their concerns about the state of 
women’s rights. It is unlikely that China’s 
mass organizations will quietly fade away 
to make room for independent NGos to take 
the lead on civil-society issues. 


Survival Strategies 


THE OBVIOUS QUESTION about civil soci- 
ety in China is, “How free is it?” Are Chi- 
nese NGOs really able operate, organize, 
and tackle issues without political con- 
straints or pressure. This—like so many 
other questions one might pose about Chi- 
na today—is a blind man and the elephant 
type of question. China’s Ncos work with- 
in the constraints of the system, but they 
are not creatures of it. They set their own 
agendas and design their own programs, 
but they also know where the limits are 
and are savvy about positioning them- 
selves safely. When the head of a small la- 
bor advocacy group in southern China was 
attacked by thugs following his efforts to 
educate local workers about the newly 
passed labor contract law—an attack that 
many believed was ordered by factory 
owners with the complicity of local po- 
lice—other labor advocates in the area be- 
gan discussing “survival strategies” for 
their grass-roots outreach work. These 
strategies include talking to local officials 
and factory owners before reaching out di- 
rectly to workers, and, most importantly, 
enlisting the support of local media to 
write feel-good stories about their work 
that make it hard for local officials to crack 
down on them. Other NGos make it a point 
to involve universities in organizing con- 
ferences or workshops in order to make 
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the programs appear more theoretical or 
academic. Still another tactic is to find 
sympathetic sponsors within the mass or- 
ganizations or at the local government lev- 
el who can provide cover for workshops 
and training seminars. 

The government maintains an atmo- 
sphere of low-level harassment to keep 
NGOs in check. Security officials show up at 
NGO offices to question NGO leaders and 
their staff. For those who wear two hats 
with an official position and as the head of 
an NGO, they suspect that they hit glass ceil- 
ings in their official capacities as a result of 
their civil society work. And the heat can 
be turned up when needed. Last summer, 
several AIDS NGO leaders were harassed by 
government authorities. In some cases, 
they were forced to cancel planned work- 
shops. In one particularly troubling case, 
Henan Province authorities removed ADS 
orphans from the home of one AIDS activist 
and his wife, who had been caring for the 
children. And, there are additional exam- 
ples of civil-society leaders who have been 
sentenced criminally for reasons that are 
seen to be associated with their activism. 

Despite the pressure they face, few NGO 
leaders are deterred. The people who are 
going into NGO work, and in particular the 
people who are emerging as NGO leaders, 
are determined and talented. In some cas- 
es, they left government positions frustrat- 
ed by the corruption and ineffectiveness 
they witnessed. In other cases, they left the 
private sector or academia hoping to do 
more hands-on community work. Their 
ages range—some are in their 50s, many 
are in their 30s—but they share certain 
personality traits. They are ambitious and 
motivated to help people, but also eager to 
become leaders and enjoy the authority 
and respect associated with leadership. In 
this respect, they are strikingly like politi- 
cians in democratic societies. 

-` Increasingly, university graduates and 
young professionals are choosing to go into 


NGO work, not to enter the country’s scle- 
rotic political system to serve corrupt local 
bosses. A college senior in Beijing broke 
down into tears following her participation 
in a rights awareness training sponsored by 
a women’s development NGO. She had strug- 
gled with her future, thinking that if she 
wanted to work on women’s issues her only 
option was to join the ranks of the All-Chi- 
na Women’s Federation. After participating 
in the workshop she realized that there are 
grass-roots organizations dedicated to 
helping women that she might join. 

Currently China’s grassroots NGOS are 
small and relatively weak. They compete 
for limited funding, which comes mainly 
from international donors. Domestic fund- 
ing sources are directed to official NGOs 
only. On a research mission to the United 
States, Chinese AIDS NGO leaders marveled 
at the relationship between local govern- 
ments and local Arps organizations, which 
not only receive funding from state and lo- 
cal agencies, but which, by law, must sit on 
community planning councils to deter- 
mine the use of federal arps funding. 

The Chinese government at present 
shows little sign that it will engage with 
NGOs as equal partners in the near future. 
There are limits on NGOs collaborating na- 
tionally or even within a particular field. 
When a group of environmental activists 
signed a joint letter calling for a fair trial 
for a fellow NGO activist, Internet authori- 
ties ordered Web sites to remove the letter. 
But in penning the letter NGos are chal- 
lenging these limits. 

AIDS NGOs in particular, are at the lead- 
ing edge of pushing the boundaries on col- 
laboration. As arecipient of funds from the 
Global Fund to Fight amps, Tuberculosis 
and Malaria, the Chinese government con- 
venes a country coordinating mechanism 
(ccm), which is a kind of stakeholder advi- 
sory group made up of government health 
agencies, donors to the Global Fund, em- 
bassy and multilateral agency officials, and 
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civil-society representatives from local 
NGOs and people infected with HIV/AIDS, 
tuberculosis or malaria. The Global Fund 
mandates that the civil-society voices on 
the board be “of the sector.” With only 17 
NGOs participating, the first election for 
civil-society representatives failed miser- 
ably in 2006 amidst accusations of govern- 
ment interference and double standards. 

A Global Fund investigation into the 
election called for a new ballot in one year’s 
time and urged China’s AIDS community to 
find ways to expand participation to in- 
clude the many unregistered and grass- 
roots groups working to fight arps. The 
second election, which took place between 
February and March of 2007, saw 124 NGO 
participants. A third election, scheduled for 
spring 2009, is expected to see an increase 
in the number of NGo participants. 

But the story of the Global Fund nco 
election is not simply one about increased 
numbers of NGOs in China. The NGos par- 
ticipating in the election are spread 
throughout the country, working with di- 
verse constituencies to fight arps, such as 
intravenous drug users and sex workers, 
gay rights and advocacy groups, rural com- 
munities, women and children affected by 
AIDS, groups of farmers from Central China 
who contracted arps as a result of blood- 
plasma selling at government-sponsored 
clinics, hemophiliac groups, and organiza- 
tions focused on Arps in ethnic minority 
and border areas. Chinese citizens typical- 
ly don’t have the opportunity to come to- 
gether to work on such sensitive issues. 

As part of the process to elect an NGO 
representative to the ccm, the AIDS NGOs 
elected representatives to an NGO working 
group, which has the potential to become a 
coalition-type body able to speak for orga- 
nizations across the country. No such other 
directly elected grass-roots representative 
body exists in China. One could only imag- 
ine if environmental NGos, migrant-worker 


sociations or farmers’ associations were 
able to similarly elect national bodies like 
this and the impact of these groups on the 
Chinese political system. 

To date the government’s response to 
independent NGos has hovered between 
ambivalence and hostility. Neither out- 
lawed nor embraced Chinese ncos have 
independently pushed forward, stepping 
into whatever political space they can. The 
big question is whether they will emerge 
as the “islands of positive deviation”—to 
quote Vaclav Havel—that emerged in Cen- 
tral and Eastern Europe and facilitated the 
region’s political reform. The earthquake 
has certainly revealed that NGos can play 
a positive role, but the question of “devia- 
tion” is of greater concern to the ruling 
party and where the challenge will lie for 
these young organizations. 

It would be shortsighted to consider the 
role that Chinese NGos will play on the do- 
mestic stage alone. Chinese NGOs are in- 
creasingly in regular contact with 
counterparts from Asia, Africa, Latin 
America, Europe, and the US to discuss cli- 
mate change, globalization, aips, antidis- 
crimination or whatever the issues of the 
day are. The Chinese government may not 
just face its NGOs at home, it may also see 
them abroad, and so will other govern- 
ments and multi-national corporations who 
have often been at the focus of global civil 
society campaigns. 

China’s first NGOs are growing out of 
their infancy period, and their future, like 
the future of any child, is limitless. But the 
adolescent period may be difficult. They 
face funding pressure, program pressure 
and political pressure—any one of which 
could shut an NGo down and none of which 
show signs of abating. Chinese nao leaders 
are confident in their goals, but uncertain 
about their ability to achieve them. As one 
thirtysomething leader of gar AiD SN 
Heilongjiang said recent“ thi 
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China’s Reforms 
Buried Under Rubble 


by Willy Lam 





VER THE LONG haul, the 
most significant victim of 
the Sichuan earthquake, 
which killed close to 
70,000 people, could be 
China’s on-again, off-again reform pro- 
gram. After the images of parents mourn- 
ing kids buried under substandard school 
buildings have faded from memory, 2008 
may be remembered as that juncture when 
the leadership under President Hu Jintao 
and Premier Wen Jiabao froze reforms for 
the sake of “stability” and political expedi- 
ency. The setback for reforms could also 
hurt the chances of the Chinese Commu- 
nist Party’s Fifth-Generation rising stars, 
such as Xi Jinping and Li Keqiang, ringing 
in the new after they take over in 2012. 
The Sichuan tremors, China’s worst 
since the Tangshan quake on the eve of 
Chairman Mao Zedong’s death in 1976, 
have come hot upon the heels of a series of 
extraordinary events the past five months: 
the “once-in-half-a-century” snowstorm 
that paralyzed much of southern and east- 
ern China in January and February; riots 
that hit not only Tibet but four neighboring 
provinces; and the no-holds-barred out- 





burst of nationalism against “China-bash- 
ing” Western politicians and media bent on 
spoiling the ccp’s triumphalist Olympics 
party. Faced with these unprecedented 
challenges, the party leadership’s knee-jerk 
reaction has been to initiate a series of Mao- 
style political campaigns to promote patri- 
otism and national cohesiveness, and 
particularly, to rally the country’s 1.3 billion 
populace around “party central authorities 
with comrade Hu Jintao as General Secre- 
tary.” This is in the good old tradition of 
what the Great Helmsman called “turning 
a bad thing into a good thing.” Mao’s dic- 
tum means that the ccr must convert heav- 
enly inflicted as well as man-made disasters 
into opportunities to demonstrate its unri- 
valled ability to mobilize resources and to 
galvanize the masses’ enthusiasm for heed- 
ing instructions from on high. Moreover, 
Beijing needs to recentralize powers for tall 
orders including rebuilding much of Sich- 
uan, putting the lid on the machinations of 
Tibetan and Uighur “splitists,” as well as 
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preventing “hostile, anti-China forces in 
the West” from making further mischiefin 
the run-up to the all-important Olympics. 

Since disaster struck Sichuan on May 12, 
the Chinese media has been blanketed by 
calls by Messrs. Hu and Wen, as well as oth- 
er top cadres to do their utmost for recon- 
structing Sichuan—and resuscitating the 
“glory of the Chinese people”—by toeing 
ccr edicts. Full play was given to the man- 
tra laid down by Mr. Hu while visiting the 
rubble-strewn Sichuan a week after the 
quake: “No difficulty can beat the heroic 
Chinese people.” The party boss and com- 
mander-in-chief also urged every Chinese 
participating in relief work to “resolutely 
implement the directives of the party cen- 
tral authorities, the State Council and the 
Central Military Commission.” The bugle 
calls made by Mr. Hu echoed two recent 
events that witnessed the display of unbri- 
dled patriotism: the “people’s warfare” 
launched by the ccr in mid-March to com- 
bat what the state media called the “pro- 
independence conspiracy of the Dalai Lama 
clique”; and the officially sanctioned, xeno- 
phobic demonstrations against European 
and American politicians, businessmen and 
media personalities who had either sup- 
ported the Tibetans or threatened to boy- 
cott the Olympics. 

Intellectuals in Beijing say the high pri- 
ority that the ccr has accorded political 
loyalty and unthinking patriotism runs 
counter to the spirit of reform and thought 
liberation that President Hu had empha- 
sized as late as the 17th ccr Congress last 
October. The top Fourth-Generation cadre 
had at that watershed conclave called for 
big steps in “intraparty democracy”—as 
well as at least incremental reforms in oth- 
er aspects of the polity. Moreover, Mr. Hu 
had earlier this year indicated his support 
for a “third wave of thought liberation” to 
commemorate the 30th anniversary of the 
kick-off of the open-door policy by Deng 
Xiaoping in December 1978. Particularly 


after the Sichuan tremors, however, the 
cold winds of conservatism are buffeting 
different facets of political life—and re- 
forms across the board are set to be frozen 
for the foreseeable future. For instance, lib- 
eralization in areas including the media, 
party-and-state institutions, and overall 
“thought liberation” has been mothballed. 

In the first days after the quake, the Hu- 
Wen leadership received praise even from 
the Western media for giving newspapers 
and Web sites a much longer leash than 
usual in reporting about the disaster. By the 
end of the first week, however, the ccp Pub- 
licity Department had relayed instructions 
from Politburo Standing Committee mem- 
ber Li Changchun, China’s propaganda 
czar, to all media banning the dissemina- 
tion of “negative news.” With little 
exception, papers, television stations and 
Web sites have returned to their usual func- 
tion of being ccr mouthpieces and spin doc- 
tors. This means that apart from repeating 
the instructions of top leaders, news units 
are playing up the heroism of rescue work- 
ers, particularly the People’s Liberation 
Army and People’s Armed Police officers. 
Articles about mistakes made by central 
and local cadres that may have exacerbated 
quake damage cannot see the light of day. 
For example, while Hong Kong papers have 
run dozens of pieces on how so-called “tofu 
projects,” especially jerry-built schools and 
dormitories, were responsible for the deaths 
of thousands of teachers and students, the 
Chinese media has kept mum about these 
scandals, Also proscribed are stories about 
how well-known seismologists such as geo- 
physicist Geng Qingguo had in late April 
sent emergency notes to the National Earth- 
quake Bureau warning of impending killer 
quakes in the Sichuan region. 

According to one Guangzhou-based ed- 
itor, the ccr leadership has reimposed a 
straitjacket on the media so as to avoid ex- 
posing more shortcomings of both central 
and Sichuan authorities. “In China, there is 
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a long tradition of linking ‘the wrath of 
heaven,’ as manifested in an earthquake, to 
the corruption and maladministration of 
the regime,” said the editor, who requested 
anonymity. Censorship is expected to be 
tightened in the run-up to and after the 
Olympics, because the Hu-Wen administra- 
tion is convinced that tough challenges to 
the regime will continue into the foresee- 
able future. The editor added that the ccp 
leadership was also nervous about the doz- 
ens of quake relief-related private NGOs that 
have sprung up. While these organizations 
are doing much-needed fund-raising and 
other reconstruction efforts, Beijing is 
afraid they could spearhead the growth of 
a civil society that may target widespread 
corruption within the administration—and 
chip away at the party’s authority. After the 
series of “color revolutions” that struck for- 
mer Soviet-bloc states including Georgia 
and Kyrgyzstan, Mr. Hu has repeatedly 
asked state-security departments to keep 
tabs on Chinese NGOs, particularly those 
that have received funding from abroad. 
The quake, together with the Olympics- 
related political campaign to enhance pa- 
triotism, has side-lined efforts by a handful 
ofrelatively liberal cadres, led by Guangdong 
Province Party Secretary Wang Yang, to 
unleash a kind of mini-China Spring in or- 
der to mark the 30th anniversary of the 
start of the Reform Era. Mr. Wang, anewly 
inducted Politburo member with close links 
to President Hu, began advocating radical 
reforms upon assuming his top slot in 
Guangdong Province last winter. He has 
since laced pretty much every policy speech 
with calls for “a quicker pace in thought in- 
novation” and “new approaches to gover- 
nance.” For example, at a conference of 
Guangdong cadres in early spring, Mr. 
Wang said “we must attain a historic leap 
forward ... and resume the courage of the 
early years of reform to hack out a blood 
path for Guangdong.” In April, the party 
boss pioneered the “open assessment” of of- 
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ficials: grassroots cadres have to periodi- 
cally give an account of their work to their 
superiors—and the public—before TV cam- 
eras. Early last month, Mr. Wang and his 
aides even talked about introducing “com- 
petitive elections” when the local people’s 
congresses of Shenzhen and other big cities 
meet to pick their majors. 

It is understood, however, that the Po- 
litburo Standing Committee headed by 
Messrs. Hu and Wen had after the quake 
asked Mr. Wang to at least temporarily 
mothball his reformist ideas. This is despite 
the fact that owing to Mr. Wang’s promi- 
nent status in Mr. Hu’s Communist Youth 
League Faction, there was speculation that 
Mr. Wang’s call for “a third wave of thought 
liberation” emanated from none other than 
the president’s own initiative. Mr. Hu him- 
self has also shelved political reforms that 
he had unveiled with much fanfare at the 
17th ccp Congress. For example, the gen- 
eral secretary indicated privately at the clo- 
sure of the conclave that the 2,000-odd 
congress delegates should meet at regular 
intervals to supervise the work of the ccp 
Central Committee and the Politburo. In all 
previous congresses, the delegates’ duties 
were effectively finished—and they re- 
turned to their original jobs—once the rou- 
tine of electing the members of the Central 
Committee was over. Early this year, the 
experiment of empowering local-level par- 
ty congress delegates was tried out ina few 
counties in Sichuan Province. Yet political 
sources in Beijing said Mr. Hu and his ad- 
visers had decided to put all potentially de- 
stabilizing reforms on the backburner. 

Instead of introducing institutions and 
mechanisms that may boost the political 
rights of ordinary party members and citi- 
zens, the Hu-Wen leadership has beefed up 
the party’s ability to uphold “proletarian 
dictatorship.” The Politburo has vested new 
powers in two totally nontransparent CCP 
outfits—the Central Political and Legal Af- 
fairs Commission (CPLAC) and the Central 
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Commission for the Comprehensive Recti- 
fication of Social Law and Order (cccrs- 
Lo)—to crack down oncriminals, “splittists,” 
dissidents, and other elements thought ca- 
pable of vitiating the ccp’s stranglehold on 
power. At a recent meeting of senior law- 
enforcement officials, psc member, Zhou 
Yongkang, who heads cpLac and cccrsLo, 
called on the masses to raise their guard 
against “destabilizing forces” in society. 
The hardliner asked ordinary folk to work 
with police to turn over suspects and thwart 
efforts to disrupt the Olympic Games. “We 
must form a law-and-order prevention and 
control network based on the principle of 
joint defense by police and the people,” Mr. 
Zhou said. He quoted supremo Hu’s latest 
dictum: “Maintaining stability is our un- 
shirkable responsibility, our foremost re- 
sponsibility.” And in a severe setback for 
legal and judicial reform, both the cpLac 
and the cccrsto have been given more con- 
trol over the state organs of legal supervi- 
sion (the procuratorates) and the courts. 
Conservative trends have also hit eco- 
nomic reforms, usually considered less con- 
troversial than political change. While 
natural disasters such as the January snow- 
storm and the Sichuan quake are not ex- 
pected to make a significant dent on GDP 
growth, most Chinese have been hurt by in- 
flation, which is deemed more serious than 
the official figure of 8%. Bearishness in the 
Shanghai and Shenzhen stock markets 
since last winter have also meant that a 
good proportion of China’s estimated 120 
million gumin, or stocks punters, have lost 
money. The Shanghai Stock Market com- 
posite index plummeted 34% in the first 
quarter of the year. To maintain sociopo- 
litical stability, the State Council has reim- 
posed price control on a host of consumer 
products since January. And in an apparent 
bid to prevent mishaps before the Olympics, 
the Wen cabinet introduced in late April a 
series of measures to prop up the stock mar- 
ket. For instance, the transaction tax on se- 
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curities trading was cut from 0.3% to 0.1%. 
The authorities also put a moratorium on 
putting nontradable shares back on the 
market. Flooding the bourses with billions 
of yuan of nontradables might further de- 
press prices. These antimarket policies 
seem set to continue as long as Beijing puts 
political stability before the orderly pro- 
gression of economic liberalization. 

The rollback of reforms has proven par- 
ticularly disappointing to China’s liberal in- 
telligentsia because there had been so much 
anticipation that 2008 would turn out to be 
a banner year for reform. It is, after all, the 
beginning of the Hu-Wen team’s second— 
and last—~five-year term. Moreover, the 
Beijing Olympics have been seen in many 
quarters as a coming out party for a more 
open, more pluralistic 21st century China. 
What has transpired, however, has been the 
unrelenting reassertion of party-and-state 
power over most aspects of Chinese life. 
The rise of xenophobic nationalism has 
prompted Hong Kong’s outspoken Cardinal 
Joseph Zen to express fears that China 
might be gravitating toward fascism, akind 
of “dictatorial regime with strong national- 
istic characteristics.” 

While optimistic readers of Chinese 
politics may consider the scenario of a 
“fascist China” somewhat far-fetched, it is 
nonetheless probable that the momentum 
of reform has been blunted—and for sev- 
eral years down the road. The two key 
leaders of Fifth-Generation cadres—Vice- 
President Xi and Executive Vice-Premier 
Li—are generally regarded as play-safe bu- 
reaucrats rather than trail-blazing reform- 
ers. With the trauma of 2008 burnt into 
the Politburo’s collective consciousness, it 
is most unlikely that upon taking over the 
Politburo Standing Committee at the 18th 
ccp Congress in 2012, Messrs. Xi, Li and 
their colleagues will put a high priority on 
rekindling the kind of zeal and imagina- 
tion that informed the Deng-led party 3 
years ago. i | 
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OR SOME TIME now, policy 
makers in Tokyo have been 
wondering aloud about 
their alliance relationship 
with the United States. 
Concerns abound about Washington’s 
handling of recent key regional security is- 
sues, most conspicuously the effort to ne- 
gotiate the denuclearization of the Korean 
peninsula. The worry that the U.S. will 
suddenly embrace arising China continues 
to inform longer-term thinking. The his- 
toric American penchant to be deeply en- 
chanted with China—despite periodic 
episodes of contention over trade and hu- 
man rights—is not a distant memory. It is 
a contemporary source of anxiety, one that 
was exacerbated somewhat by the essay in 
Foreign Affairs magazine last fall by U.S. 
presidential candidate Hillary Clinton. 

Much of this sense of vulnerability 
arises because Japan is now in a much dif- 
ferent strategic setting than during the 
Cold War. For decades, Tokyo assumed 
that the only conceivable way Japan would 
become involved in a crisis or conflict was 
if their superpower ally, the U.S., became 
engaged in a regional war. 





Today, Japanese policy makers must 
consider the possibility that their country 
could be the first target of an aggressor— 
North Korea comes first to the Japanese 
imagination. But in the decades ahead, it is 
not inconceivable that another and more in- 
timidating regional power might also be in- 
cluded in scenario planning in Tokyo. Both 
of these imaginable threats are now nucle- 
ar, giving plenty reason for asking whether 
the current security arrangement, based on 
an entirely different global and regional 
context more than halfacentury ago, is still 
appropriate. 

But when the need for U.S. strategic 
commitment to Tokyo seems to be felt 
most keenly, domestic scrutiny of the costs 
of hosting foreign troops on Japanese soil 
has intensified. Each year Japanese read 
about incidents and crimes involving U.S. 
forces, most recently the murder of a tax! 
driver in Yokosuka near Tokyo. The de- 
fense bureaucracies are worn down from 
the drawn out process of negotiating a ma- 
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jor realignment of U.S. forces in Japan, and 
yet the implementation of the 2006 plan, 
designed to move 8,000 U.S. Marines from 
the overburdened communities in the 
southern Okinawa, has slowed to a crawl. 

The real task for Japan—and by exten- 
sion for the U.S.-Japan alliance—will be in 
tending to the regional dynamics in North- 
east Asia. Tokyo shifted diplomatic gears in 
late 2006. Former Prime Minister Shinzo 
Abe’s remarkable summitry with China 
and South Korea in the opening weeks of 
his government opened a new chapter in 
regional relationships. It helped tremen- 
dously that North Korea chose this precise 
moment to test its ability to detonate a nu- 
clear device. In one trip overseas, then 
Prime Minister Abe seemed to transform a 
regionally isolated Japan into a much-need- 
ed partner for regional stability. 

China’s president, Hu Jintao, visited 
Tokyo last month, the first Chinese leader 
to visit Japan since Jiang Zemin’s visit cre- 
ated such public antipathy in 1998. Former 
Prime Minister Junichiro Koizumi creat- 
ed a similar uproar with the Chinese peo- 
ple when he insisted on visiting Yasukuni 
Shrine. Anti-Japanese demonstrations in 
China in both 2004 and 2005 seemed to 
portend an escalation in this dynamic of 
reactive nationalisms, and the resulting 
inability of the governments of Japan and 
China to stop the cycle had everyone in the 
region on edge. Even Washington was 
deeply relieved at the successful turn- 
around in the deterioration of Northeast 
Asia’s most complex relationship. 

Japan’s current prime minister, Yasuo 
Fukuda, continues to work assiduously on 
the relationship with Beijing. Messrs. Hu 
and Fukuda last month concluded a joint 
agreement that will create a foundation for 
sustained high level political cooperation 
in the years to come. The much anticipated 
breakthrough in the effort to agree on 
joint development of offshore gas fields did 
not happen, although Prime Minister Fu- 


kuda expects technical details to be re- 
solved ahead of the Group of Eight leading 
nations’ summit in Hokkaido in July. Chi- 
na and Japan did agree to a new climate 
change initiative. Buying into the idea of 
Japan’s sector-specific approach, Beijing 
agreed to begin a new collaboration in 
2009 that promises to reduce carbon diox- 
ide emissions considerably. 

The May summit marked a significant 
turning point in the Sino-Japanese rela- 
tionship. Messrs. Hu and Fukuda agreed to 
make their relationship a diplomatic prior- 
ity, and committed to annual state visits. 
But perhaps the most persuasive demon- 
stration of the shift that has occurred was 
the speed with which Japan mobilized aid 
for China after the May 12 earthquake in 
Sichuan Province. Condolences and 500 
million yen (or just under $5 million) in aid 
were immediately offered. A task force was 
formed to prepare in case Beijing asked for 
disaster relief assistance, and that call came 
within days. Japan’s team was in motion 
immediately, and landed in Chengdu on 
May 16. That Japan was ready so quickly to 
lend a hand shows how willing Tokyo is to 
find ways to bridge that once formidable di- 
vide between the two nations, but that 
Beijing asked Tokyo for help so quickly also 
suggests the Chinese government’s com- 
mitment to demonstrating to its own citi- 
zens that Japan can be a friend rather than 
an adversary. But even the best intentions 
at the highest levels of government cannot 
fully attend to the conflicting interests and 
deep public sensitivities that characterize 
this critical Asian diplomatic relationship. 
This summit was almost derailed by the re- 
cent gyoza war—a highly sensitive confron- 
tation over poisonous insecticide found in 
Chinese dumplings exported to Japan. 

Tension remains with the U.S. over the 
North Korea issue. Strains on the alliance 
with Washington were showing all too 
clearly in 2007. The Bush administration’s 
change in tack toward Pyongyang had 
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deeply upset the Japanese government and 
people. Why was Washington now negoti- 
ating with North Korea, a member of the 
“Axis of Evil”? Was the Bush administra- 
tion getting ready to offer North Korea too 
sweet a pay off for a declaration of its nucle- 
ar facilities? The meeting between U.S. 
Ambassador Christopher Hill and Japan’s 
North Korea envoy in Washington recently 
suggested that the Bush administration un- 
derstands quite well the need to reassure 
the Japanese that it will not accept a deal 
with Pyongyang that leaves Tokyo in the 
lurch. Expect a “bundle” of compromise—if 
a declaration is to be put forward that is ac- 
ceptable to the U.S., then there must be 
some indication from North Korea that it 
continues to make the abductee issue a pri- 
ority. The reality, however, is that it is hard 
to imagine at this stage a deal that will be 
all that reassuring to everyone that Pyong- 
yang is ready for the full push to verifica- 
tion and disablement that this much 
anticipated declaration is meant to initiate. 
While Japan’s negotiators understand all 
too well that denuclearization is paramount 
to their own security needs, the Japanese 
public will continue to view any negotia- 
tions with North Korea through the lens of 
the abductee issue. 

Public perceptions on this issue are key. 
From 2002, the Japanese government has 
been severely criticized at home for its in- 
ability to get Pyongyang to provide infor- 
mation on Japanese abductees. Former 
Prime Minister Abe carried the cause of 
these abductees into the prime minister’s 
office when he was elected, and virtually 
stymied the discussion between Washing- 
ton and Tokyo over the process of denucle- 
arization. It became clear that the U.S. 
could not move forward to delist North Ko- 
rea from the list of state sponsors of terror- 
ism without fundamentally wounding the 
U.S.-Japan alliance. 

It was not that long ago that the strength 
of the U.S.-Japan alliance seemed to be at 


its peak. Prime Minister Koizumi could 
rightfully claim that he was one of the U.S. 
president’s closest partners following the 
attacks on 9/11. Japan not only pledged its 
support for President Bush’s retaliation in 
Afghanistan, but also worked hard to sup- 
port the Bush administration in its effort to 
convince the U.N. Security Council to pass 
a resolution that would allow a military op- 
eration in Iraq. When that effort failed, 
Prime Minister Koizumi, under consider- 
able pressure at home, ultimately agreed to 
put Japanese Ground Self Defense Force 
“boots on the ground” in a U.S. led multina- 
tional military effort. 

But political change is already upon 
Japanese and U.S. leaders. Last fall, Mr. 
Koizumi’s successor, Prime Minister Abe, 
left office abruptly after an opposition par- 
ty victory in the Upper House of Japan’s 
parliament undercut his ability to support 
the Bush administration’s “antiterror” 
agenda. Domestic issues, and a series of 
corruption scandals in Mr. Abe’s cabinet, 
had dealt the ruling party a serious elec- 
toral blow. Yet it was the legislation that au- 
thorized the Japanese military—this time 
the Maritime Self Defense Force—to sup- 
port maritime interdiction operations in 
the Indian Ocean that became the policy 
battleground between the Liberal Demo- 
cratic Party-led government coalition and 
the opposition Democratic Party of Japan. 

As battles in Japan’s parliament contin- 
ue to stall policymaking, the U.S. too is pre- 
paring for a new administration in the 
White House. As the U.S. presidential cam- 
paign continues, the government and the 
people of Japan can only wait and see what 
a new American presidency will mean for 
the alliance. In the meantime, quiet conver- 
sations are to be heard in Washington and 
Tokyo about what can be done to reassure 
the Japanese public that Washington still 
attends to events in Northeast Asia, and 
still thinks clearly about the value of a U.S.- 
Japan partnership in Asia. | 
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The Conscience of a 





Forgetful Nation 


by Salil Tripathi 
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N A RECENT evening at an 
arts center by the Thames, 
one young Chinese man 
stood up, glaring at the au- 
thor on the podium. Eyes 
brimming with self-righteous earnestness, 
he said: “You can praise democracy as 
much as you like, but how can you ignore 
that China has lifted 300 million people 
out of poverty in the past 15 years? That is 
a major human-rights achievement. Russia 
and India have democracy, but look where 
they are,” he exclaimed, turning to the rest 
of the audience. 

The novelist being challenged was Ma 
Jian, the dissident forced to leave China in 
1987 because the government stopped him 
from publishing his Bohemian writing, 
which, Beijing feared, could corrupt the 
young. Mr. Ma lived in Hong Kong until 
1997, the year the former British colony 
was returned to China, or what the novel- 
ist Paul Theroux calls “the ultimate Chi- 
nese take-away.” In Hong Kong, he met 
Flora Drew, now his companion and trans- 
lator. They moved West, and now make 
their home in London. Here, he can write 
what he wants, unlike in Beijing. Britain 





allows a supporter of Chinese dictatorship 
to challenge a Chinese democrat in Lon- 
don; China denies the Chinese democrat 
to challenge his own rulers at home. 

Mr. Ma smiles at the irony, and tells the 
young man how Taiwan, South Korea and 
Japan have managed to grow democrati- 
cally within a Confucian culture. Mr. Ma 
is not an economist; but his point resonates 
when you consider India, which has lifted 
nearly 100 million people out of absolute 
poverty—without curbing anyone’s civil 
liberties—since its own economic reforms 
in 1991, 

Mr. Ma personifies the individual 
standing up against tyranny, the most 
haunting image of which is of the student 
who walked up to the column of tanks 19 
years ago this month (JJune)—and was nev- 
er heard of again. Collective amnesia has 
erased what happened there from Chinese 
memory. Mr. Ma recalls the case last year 
of a young advertising manager, who in- 
nocently accepted an ad saying “Respect 
to the Mothers of June 4” which her small 
newspaper printed. She had no idea what 
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June 4 meant. She lost her job, probably 
still unaware what the fuss was about. If 
she were to type the words “Tiananmen 
Square” in any Internet search engine in 
China, she will see images of a flower-be- 
decked square with happy children. 

“That is so sad,” Mr. Ma says. “She does 
not even know what had happened on that 
date. China is erasing memory, and my job 
is to keep writing it down, hammering it, 
so that nobody will forget,” he adds, when 
we meet at a coffee shop in 
West London. 

The words he has 
hammered in his mag- 
num opus, Beijing Coma, 
will make the Chinese 
government angry, and 
its cheerleaders abroad 
(businesses, diplomats, 
academics, world leaders) 
squirm. The protagonist 
of Beijing Coma is a post- 
graduate biologist called 
Dai Wei who is shot dur- 
ing the Tiananmen dem- 
onstrations and goes 
into coma. The rest of 
China recovers from the 
trauma, and ignoring 
1989, agrees with Deng 
Xiaoping: to get rich is glorious. Mr. Dailies 
comatose, but he is free to think, to dream. 
The people around him are full of frenetic 
energy—but they can’t think. They have no 
idea of the past. “They are in a coma, ina 
trance,” Mr. Ma says. 

Mr. Ma cannot walk up to the tank, 
which is why he has chosen to write. Mr. 
Daicomes from a musical family torn apart 
during the Cultural Revolution (1966-76), 
and through flashbacks we learn what 
happened on June 4 in a style that com- 
bines crude send-up comedy with poetic 
warmth, underpinned by pathos. Toward 
the end, as Mr. Dai’s apartment is to be 
bulldozed to make way for a property-de- 
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velopment project, the bureaucracy deals 
with it without compassion. “There is no 
deeper thought because the Party no lon- 
ger has any belief,’ Mr. Ma says. 

Beijing Coma bristles with the anger 
Mr. Ma poured in his 1993 novel, The Noo- 
dle Maker, which was published in English 
in 2004. There, in a series of interconnect- 
ed stories, a writer and a professional 
blood donor share their experiences over 
a weekly meal. The writer yearns for cre- 

ative opportunities even as 
he churns out party pro- 
paganda to survive. The 
blood donor, who has got- 
ten rich selling blood to 
the needy, doesn’t care, 
nor understand the writ- 
er’s frustration. 

The Noodle Maker 
showed the amorality of 
China’s post-Tiananmen 
obsession for making 

money quickly. The own- 
er of a funeral parlor 
strips the dead of their 
/ clothes to reuse them on 
4 A other bodies. A father 
plots his retarded 
daughter’s murder, so as to 
get around China’s one-child pol- 
icy. Nobody stops an actress willing to com- 
mit suicide by being swallowed by a tiger 
during a live show: the promoters only see 
the potential to get rich. 

These stories are not exceptional, Mr. 
Ma insists. Innocent of history or morality, 
China has become so debased, he says, that 
if a woman were to threaten to jump off a 
building, the crowd that would gather be- 
low would be placing bets—on whether 
she would jump or not—instead of trying 
to talk her out of it. 

“T don’t exaggerate anything. The Chi- 
nese society is perverted beyond recogni- 
tion. You can only use absurd humor to 
communicate that perversion. There is no 
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depth to which people will not go to do 
unimaginable things,” he had told me in 
2004. 

Really? Do the Chinese lack compas- 
sion? Isn’t compassion the central tenet of 
Buddhism, Confucianism, and Daoism, the 
basis of Chinese identity? Haven’t ordinary 
Chinese people skipped work to get to the 
earthquake zone in recent weeks, to offer 
help, voluntarily? Didn’t private donations 
raise amounts, matching—and at times ex- 
ceeding—the state’s contribution? 

Yes, but those are exceptions, Mr. Ma 
says, and in a large country, even excep- 
tions run into millions, even a few appear 
as many. 

By pointing out the nation’s moral sick- 
ness, Mr. Ma hopes to chronicle the coun- 
try’s somnambulant lurch towards wealth 
and power. “When you erase history, you 
erase your connection with past and with 
your moral values,” he adds. “I have to 
witness, I cannot allow this to go on. Au- 
thoritarian governments want to control 
history because they want to control the 
way we think; it is the writer’s responsi- 
bility to reclaim history from forgetting,” 
sounding uncannily like Milan Kundera, 
author of The Book of Laughter and Forget- 
ting (1979) which describes what became 
of Czechoslovakia after the Prague Spring 
ended 40 years ago this year. Not surpris- 
ingly, the British critic Boyd Tonkin calls 
Mr. Ma the chronicler of “slaughter and 
forgetting.” 

The forgetting is not only inside China. 
Mr. Ma is astonished how easily China 
moved from being a global pariah in 1989 
to the country the world simply could not 
ignore, because of its economic potential. 
“At what cost? It has damaged not only 
China, but the whole world. We are sleep- 
walking toward disaster,” he says. 

China’s apologists argue that temporary 
suspension of liberties is necessary for sta- 
bility, even if the stability is what Mr. Ma 
calls a state in trance. First, China’s rulers 


have always suspended liberties—this is 
hardly new. And Benjamin Franklin had 
said, over two centuries ago, that the choice 
between liberty and safety is false. China’s 
supporters have a point: prosperity can cre- 
ate demand for democratic participation. 
Millions of Chinese today can—and do— 
look forward to a better future. The state 
wants control over what the people might 
demand in future, keeping their aspirations 
firmly in the material sphere. 

That is the central Chinese compromise, 
what Bertolt Brecht described as “Erst kom- 
mt das fressen und dann die moral.” Or, mo- 
rality can only follow food. More pithily: 
rice bowl 1, free speech O. Is that what cap- 
italism with Chinese characteristics means? 
Or, market-Leninism, as authors Nicholas 
Kristoff and Sheryl WuDunn described 
China’s governing principle in their 1995 
book, China Wakes: The Struggle for the Soul 
of A Rising Power? 

Perhaps. But has the compromise 
worked? Ms. Drew, who calls Dai Wei 
China’s conscience, says while Mr. Dai lies 
in coma, China has become a nation of 
zombies, unable to think for themselves. 
“The patient is the freest individual in 
China, he can think exactly what he 
wants,” she says. Others must toe the line, 
even on the Internet. 

Mr. Ma has been spending a lot of time 
on the Internet lately, reading between the 
lines in blogs and official accounts, reports 
of the situation in the quake zone. A week 
before Western media reported concerns 
why certain buildings collapsed and oth- 
ers did not, Mr. Ma asked me: “Think of 
the corruption. Only some buildings have 
fallen, not all the buildings. It is clear that 
construction companies have been al- 
lowed to get away with murder.” He is also 
concerned about the calamitous impact on 
families whose children died. For decades, 
China has pursued the one-child policy to 
control its population of 1.3 billion people. 
While the one-child policy has had enor- 
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mous sociological consequences (such as 
children growing up never learning to 
share with siblings, or being pampered by 
parents), the idea of losing that only child 
is heartrending. “The government is re- 
sponsible at many levels, the consequences 
of its actions are making lives even more 
miserable,” he says. 

But wouldn’t a vibrant civil society 
emerge from the self-help groups that have 
emerged to help the quake victims? No, 
Mr. Ma feels. Nothing that grows indepen- 
dently will be allowed to survive, he be- 
lieves. Think of Falun Gong: the Party will 
not permit any group to emerge which can 
challenge its monopoly over citizens. 

When Mr. Ma speaks of “China” he 
speaks with some authority. He traveled 
across China in the late 1980s, when many 
Chinese were campaigning for greater po- 
litical freedom. The crumbling of global 
communism and perestroika (restructur- 
ing) and glasnost (openness) in the former 
Soviet Union encouraged young Chinese 
to dream of a different, pluralistic future. 
Mr. Machronicled society’s misfits in the 
book, Red Dust, which won the 2002 
Thomas Cook Travel Book Award. The 
state did not like what he wrote, and in 
1987, Mr. Ma left for Hong Kong. 

As Mr. Mahas gained fame in the West, 
he becomes less important within China. In 
his excellent book about China’s dissidents, 
Bad Elements: Chinese Rebels from Los An- 
geles to Beijing (2001) Ian Buruma describes 
the concept of zige, a Chinese word mean- 
ing relevance, or standing. By letting the 
dissident leave the country, China makes 
him powerless, because he loses “rele- 


vance” within China. Whether the astro- 
physicist Fang Lizhi or the electrician Wei 
Jingsheng (or indeed the Tibetan leader, 
Dalai Lama), dissidents who leave are as- 
sumed to lose standing back home. 

But Mr. Ma is not worried about zige. 
“Politicians use zige because that’s their 
way of retaining power, to call us irrele- 
vant outsiders. But I am Chinese, and I 
have the privilege of operating in freedom, 
and it is my responsibility, as a writer, to 
express what I know freely and widely.” 

While Mr. Ma’s books are not distrib- 
uted in China, he is able to return to visit 
his family. Does that not show that China 
is different from, say, Burma, where rela- 
tives of Aung San Suu Kyi who live over- 
seas cannot visit her, and if she were to 
visit them, she would not be allowed to re- 
turn? “I can go back, but only as a private 
person. I cannot meet writers. I cannot at- 
tend or speak at public meetings as an au- 
thor. What kind of an existence is that for 
a writer? You are constantly aware you are 
being watched, and that only makes you 
afraid of the system.” 

The young Chinese man who defied 
Mr. Ma and defended China that evening 
in London slept peacefully that night. He 
even bought copies of Mr. Ma’s book, 
which his government will hate. There 
was no midnight knock at his door. 

The knock separates a free society from 
a closed one. A simple truth, but express- 
ing itin public in China is a brave and com- 
plex exercise. Sometimes it takes moral 
courage to do the simplest of things, like 
speaking up, to remember our conscience 
and history. Mr. Ma wants to stand up. IWE 
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ADB Jumps 
To Corporate Welfare 


by Greg Rushford 





HE ASIAN DEVELOPMENT 
bank is getting close to ac- 
complishing its mission. 
Established in 1966 to 
fight regional poverty, the 
bank has dispensed more than $130 billion 
in loans over its four decade history. It now 
has some 2,400 international civil ser- 
vants in its Manila headquarters and 26 
field offices from Afghanistan to Vietnam. 
In March 2007, a panel of “eminent per- 
sons” reported to ADB President Haruhiko 
Kuroda that the goal is in sight: “By 2020 
we envision a dramatically transformed 
Asia.” The wise men predicted an Asia 
which “will have conquered widespread 
absolute poverty” for more than 90% ofits 
people, who will live in “middle income” 
countries. 

The good economic news raised inter- 
esting questions as to the future role of a 
development bank in eradicating Asia’s re- 
maining pockets of poverty. After all, as 
Asia’s economies have prospered, they have 
gained access to capital markets that obvi- 
ate the need for multilateral, government- 
backed funding. The eminent personages 
recognized that the world’s most populous 





and fastest growing region “will remain a 
magnet for private capital flows.” Indeed, 
China attracted some $90 billion in private 
capital investments last year, a number that 
dwarfed the $13 billion lent by the bank. 
So is the ambitious apB—which doled 
out some $10 billion last year, a 37% in- 
crease from 2006~intending to declare 
looming victory and begin to wind itself 
down? Hardly. Rather, it is busy attempting 
what all bureaucracies do when their orig- 
inal missions are near completion: rein- 
venting itself and expanding. Last month at 
the development bank’s 41st annual meet- 
ings in Madrid, the board of governors of 
the 67 member countries voted to launch 
“Strategy 2020.” Instead of providing cheap 
financing to build traditional public infra- 
structure like electricity, roads and irriga- 
tion systems, the new strategy will focus on 
financing private-sector development and 
operations. By 2020, loans to support pri- 
vate investments, now about 25% of the 
bank’s annual portfolio, will double. The 
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ADB’s capitalization that supports the lend- 
ing, now at $56 billion, could also double. 

Basically, the ADB plans gradually to 
morph into an Asian little brother to the 
World Bank’s private-sector lending arm, 
the International Finance Corp. Like the 
IFC, which dates to 1956, the ADB intends to 
be around for avery long time. Whether the 
reinvented ADB policy shift is wise or not, 
and whether it will happen as its authors 
forecast, is subject to various controversies 
that were aired on the sidelines at Madrid 
last month. Some advocates of free markets 
charge that the ans should not be using 
taxpayer funds to cover what should be pri- 
vate-sector risk taking. Others with a dis- 
tinct antimarket philosophy agree, albeit 
for different reasons. But the most impor- 
tant controversy begins with some of the 
governments whose taxpayers will be asked 
to pony up for Strategy 2020’s vague plans. 
It’s one thing to propose a policy, another 
to pay for implementing a budget. 

The United States, the ADB’s second 
largest donor country after Japan, tends to 
defer to Tokyo (while the Japanese accept 
the Americans’ lead in the Washington, 
D.C.-based World Bank). But in Madrid, the 
U.S. flatly refused to vote for Strategy 2020, 
the only one of the apDB’s 67 member coun- 
tries to do so. While there were gripes that, 
with Washington, it’s too often “my way or 
the highway,” the U.S. was not isolated. 
Switzerland abstained from signing, as did 
the United Kingdom. Even representatives 
of governments such as Australia and India 
that took the pledge expressed concerns 
over exactly where the money is supposed 
to come from. And some poor countries, no- 
tably Cambodia, that want to stay on the 
dole reluctantly voted for the new strategy, 
while openly expressing fears that big coun- 
tries such as India and China could suck up 
ADB money at their expense. 

“By lending to countries that also boast 
huge savings pools, those governments 
don’t have to take responsibility for infra- 


structure projects they could easily afford,” 
as a skeptical editorial in The Wall Street 
Journal Asia—a sister publication of the RE- 
VIEW—put it to the Indians and Chinese in 
a May 2 editorial. The Journal’s criticisms 
caused a stir in Madrid, thanks in part to 
Supachai Panitchpakdi, the usually unflap- 
pable Thai international civil servant who 
headed the “eminent persons” panel that 
last year recommended the change in the 
Apb’s direction. Speaking to an audience of 
some 3,000 members of the international 
financial elite, Mr. Supachai declared that 
the Journal’s views were as “misinformed” 
as they were “disturbing.” Defenders of the 
ADB’s new strategy insist that the bank’s 
lending and credit guarantees would help 
encourage investments in risky sectors that 
private-sector lenders would otherwise not 
undertake. If there were knowing winks 
and nods indicating the contrary from 
scores of bankers who enthusiastically net- 
worked in Madrid in their power suits, they 
were certainly well-disguised. A leaked 
printout listing executives affiliated with 
such masters of the game as Goldman 
Sachs, Clearstream, Deutsche Bank, Maru- 
beni, Nomura Holdings, Sumitomo, Mit- 
subishi, and the Bank of China who had 
come to Madrid ran to 48 pages. Nobody 
could be found who was eager to voice phil- 
osophical objections to the ADB’s minimiz- 
ing private risk with guaranteed public 
monies, at least to inquiring reporters. 

To get the flavor, consider one project 
that was touted in Madrid. On May 3, the 
ADB announced that it had tapped Standard 
Chartered Bank (headquartered in Lon- 
don, with operations in some 70 countries) 
as “the first partner financial institution” in 
a $114.5 million partial credit guarantee 
program to support various private-sector 
clean energy projects in China. “Standard 
Chartered is delighted” to have the ADB’s 
backing, declared Jaspal Singh Bindra, the 
bank’s chief executive for Asia. 

Meanwhile, Mr. Supachai and other ad- 
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vocates of the app’s new strategy deny that 
it will divert attention from helping Asia’s 
truly poor, whether they live in infamous 
basket cases like Cambodia and Bangla- 
desh, or rapidly growing China and India. 
The Strategy 2020 report soberly declares 
that “poverty” remains Asia’s “central chal- 
lenge.” There remain 600 million Asian 
poor who live on less than $1 dollar a day, a 
statistic that is “about double the popula- 
tion of the United States,” the document 
notes. The report adds that “one of every 
two individuals in the region—or 1.7 billion 
people—remains poor, as measured against 
the $2-a-day benchmark.” 

Subba Rao, India’s finance secretary, ar- 
gued in Madrid that there are more remain- 
ing poor people in Asia than in Africa, and 
that they will continue to require assistance 
from the public sector, even if half of the 
ADB's projects will become private-sector 
oriented. If the current crisis stemming 
from rising prices for rice and other com- 
modities continues on its present course, 
another 100 million Asians could be forced 
back into deep poverty, Mr. Rao asserted. 

The liveliest criticisms of the new strat- 
egy that were expressed in Madrid last 
month came from various regional pres- 
sure groups that are hardly known for hav- 
ing a pro-market bias. Australian trade 
union activist David Carey declared at a 
May 5 press conference that the aps should 
not be using “public taxpayers’ funds to un- 
derwrite private profits in apB-funded proj- 
ects.” Mr. Carey is affiliated with Public 
Services International, a global network of 
public-sector unions that reports it has 
members in 163 countries; the private prof- 
its he decried were those of European, 
American and Japanese multinationals that 
bid for ADB-financed projects. 

Added Annie Geron, a personable Fili- 
pina activist who is part of the psi network, 
“T don’t see how a profit-oriented private 
sector will win the war against poverty.” 
Better, Ms. Geron offered, that “the re- 


sources should be given to the public sec- 
tor,” suggesting hospitals, clinics and 
schools. 

For old Asia hands, the criticisms from 
Manila-based activists of involving the pri- 
vate sector in promoting economic growth 
seemed as off-kilter as they were sadly fa- 
miliar. Four decades ago when the ADB be- 
gan operations, the Philippines was Asia's 
second richest country, after Japan. Now, 
think of the long list of economies that have 
left, or are rapidly leaving, the Philippines 
behind: Hong Kong, South Korea, Thai- 
land, Malaysia, Singapore, Taiwan, China, 
India. Who doubts that Vietnam is soon to 
follow? One can debate the proper role of 
the aps in encouraging the growth of free 
markets, but that begs the question of why 
the Philippines remains poverty-stricken. 

Perhaps the Philippine activists might 
ask themselves whether their fight is really 
with European, American and Asian mul- 
tinational corporations, all of which have 
representative chambers of commerce in 
Manila that continually blow the whistle on 
the real reasons the Philippines is a laggard 
economy—the country’s notoriously cor- 
rupt crony capitalists who keep their coun- 
try in protectionist economic shackles. 

And the defenders of the apB’s intended 
new direction might ponder more deeply 
whether the needs of Asia’s remaining poor 
are better served by funneling public mon- 
ey to boost capital markets that thrive on 
their own. As the Strategy 2020 document 
recognizes, Asia’s share of global Gpr, only 
about 20% in 1980, is expected to more than 
double to 45% in the next 12 years. The re- 
gion’s share of world trade, some 16% two 
decades ago, will be roughly 35%. In the 
fastest-growing part of the world, asser- 
tions that private-capital flows still depend 
upon government doles appear increasing- 
ly outdated. Rather than reinvent itself, the 
ADB might be better advised to prepare for 
the day when the bureaucrats can declare: 
“Mission accomplished.” = 
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Back to Basics on 
Asian Trade 


by Hal Hill and Jayant Menon 





HE NEXT TIME your trade 
minister announces that a 
“free trade deal” has been 
signed, we suggest you be 
wary. First, the deal will 
likely be a “preferential” one, meaning it 
will discriminate against nonmember 
countries. Second, the deal will likely ex- 
clude a range of sensitive items. How often, 
for example, has sugar been included in 
United States’ trade deals or rice in Japan’s? 
Third, the deal will be a gold mine for lob- 
byists and lawyers, and it will create a lot of 
employment for the bureaucrats who im- 
plement it. A lot of this has to do with com- 
plex “rules of origin,” or Roos, that 
determine whether a good or service qual- 
ifies as domestically or regionally produced. 
Fourth, business in general, and particu- 
larly small- and medium-sized companies 
(the ones governments proclaim they sup- 
port), may not avail of the deal, owing to 
administrative complexities, or the slim 
margin between general (most-favored-na- 
tion, or MFN) and preferential tariff rates. 
For these reasons about 90% of trade 
that takes place between members of the 
Association of Southeast Asian Nations, 





does not avail of concessions granted under 
the ASEAN Free Trade Agreement. Finally, 
the deal may never eventuate, especially in 
countries like the United States where there 
is a significant division of authority be- 
tween the executive and the legislature. 
There’s no doubt that these trade agree- 
ments (plurilateral or bilateral, pras and 
BTAS)—better in fact described as discrimi- 
natory trade deals—are proliferating. Prac- 
tically every country in the world today is a 
member of at least one PTA and BTA, and 
most are members of multiple BTAs. If PTAS 
were considered the main threat to the 
world-trade system in the 1990s, the con- 
cern has since shifted to Bras. The number 
of BTAs has been growing at an astounding 
pace. For the countries of Asia-Pacific Eco- 
nomic Cooperation group and South Asia, 
the number of concluded BTAs more than 
doubled between 2000 and 2004, and then 
doubled again to reach 77 by January 2008 
(see chart nearby). At the moment, there 
are another 65 Bras that are currently un- 





ce Mr. Hill is a professor of economics, at the 
Australian National University in Canberra. Mr. 
Menon is a principal economist with the Asian 
Development Bank in Manila. 


a meee eee eee 


œo TRADE om 


der negotiation, and 44 more that have been 
proposed. This last number in particular 
keeps increasing. Worldwide there are close 
to 400 in existence. The outcome of this 
proliferation of overlapping BTAs and PTAS 
is described as the “spaghetti bowl” effect 
or, in Asia, the “noodle bow)” effect. It re- 
fers to the increased cost of doing busi- 
ness, and to the welfare losses associated 
with trade diversion, due to inconsisten- 
cies between elements of the agreements. 

Both intuition and empirical research 
shows the wider these agreements, the 
greater will be the benefits of trade creation 
and the smaller the costs of trade diversion. 
In their article, Asian Development Bank 
economists, Masahiro Kawai and Gane- 
shan Wignaraja (REVIEW, April 2008), 
speak of a “groundswell of talk...ofthe mer- 
its of consolidating these multiple and over- 
lapping FTAs into a single East Asian FTA.” 
While it is true that there is a lot of discus- 
sion on how to address the proliferation of 
overlapping FTAs, and make the best of the 
current mess, the “consolidation” approach 
is only one of a number of remedies. Other 
options aim to achieve the same outcome 
without creating yet another FTA. 

Two such alternatives include the mul- 
tilateralization of preferential accords, and 
the dilution of Roos. The original members 
of Asean have employed the multilateral- 
ization approach with success, and today 
close to 90% of the preferences of their FTA 
are available to nonmembers on an MEN ba- 
sis. This is a model of how so-called “open 
regionalism” can work. As a result, overall 
tariffs have fallen sharply on trade with all 
countries, because the FTA liberalization 
program has been more ambitious and rap- 
id than the wTo alone could have delivered. 
Consequently, as noted above, utilization 
rates of remaining preferences have also 
fallen to negligible levels. Joining a new 
East Asian FTA would be a step backwards, 
as it would bring this process of multilater- 
alizing preferences to a halt. 
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If members of the BTA or PTA are not yet 
ready to give up reciprocal preferences, 
then liberalizing Roos could be an interim 
step in preparing the groundwork for that 
process. This could be done by harmoniza- 
tion, and expanding so-called “rules of cu- 
mulation” (i.e., the number of countries 
whose value added qualifies). If rules of cu- 
mulation are sufficiently expanded and 
then harmonized across agreements, the 
outcome could no longer require formal 
multilateralization of tariff accords. Here 
again, a new and larger FTA would in fact 
be a less desirable option. 

Both these alternatives could be applied 
to intraregional and extraregional BTAs, 
The consolidation approach, on the other 
hand, is only designed for intraregional 
BTAS. But most BTAs are extraregional. An 
ASEAN+3 FTA (Le., ASEAN plus Japan, China, 
Korea) would address only 6% of all BTAs of 
the countries concerned, while an ASEAN+6 
FTA (i.e., ASEAN+3 plus Australia, New Zea- 
land, India) could potentially neutralize a 
quarter of them. But these figures prompt 
the question why most BTAs are extrare- 
gional to begin with? A common explana- 
tion is that they restore market access in 
traditional trading partners that may have 
joined a regional Fra. If this is true, then a 
consolidated East Asian FTA may spark a 
new wave of extraregional BTAs. An East 
Asian FTA could actually be counterproduc- 
tive, leading perversely to an increase in the 
total number of BTAs. 

There is also little evidence that a con- 
solidated FTA can neutralize BTas between 
members. In South Asia, the establishment 
of a regionwide FTA had no effect on intra- 
regional BTAs. To the contrary, the FTA has 
been rendered redundant while the BTAs 
have thrived. For instance, 93% of Sri Lan- 
ka’s exports to India currently enter duty 
free under their Bra. Bangladesh Minister 
of Commerce Amir Chowdury, explains 
why: “When it comes to [our] regional Fra, 
big economies like India and Pakistan may 
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not offer handsome duty cuts due to dis- 
tinct interests with an individual country. 
But they may offer large duty cuts in bilat- 
eral Fras with Bangladesh.” This is why 
Bangladesh and other South Asian coun- 
tries continue to pursue BTAS with each 
other (and outsiders) even after the forma- 
tion of the consolidated FTA. In short, con- 
solidation does not appear to provide a 
solution, and may actually contribute to 
the problem, by adding another strand to 
the spaghetti bowl or, worse still, inducing 
anew wave of extraregional BTAs. 

There are other, deeper problems with 
the push for these trade deals. For one 
thing, BTas are fundamentally incompati- 
ble with the fact that the world is going 
global in its production and marketing net- 
works. The fastest growing segment of 
world trade is in electronics and compo- 
nents. Here production is being “sliced up” 
across international boundaries more than 
ever, as multinational enterprises search 
for efficient, low-cost production centers 
that are integrated into their multicountry 
production and distribution systems. 

Asia is the driving force behind the 
growth of this trade. Between 1969-70 and 
2005-06, the share of Asian (almost entire- 
ly East Asian) countries in global nonoil ex- 
ports recorded a three-fold increase, from 
11.1% to 33.4%. The fastest growing sector 
has been information and communication 
technology (ict) products. These have 
played a pivotal role in this major relocation 
of global trade to East Asia, with over 67% 
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of total world ict exports currently origi- 
nating from Asia. 

The big MNEs in these sectors—Intel, 
Dell, Sony and others—typically produce, 
source and distribute in a dozen or more 
countries. It is inconceivable that these 
globally integrated giants can operate ef- 
fectively across so many customs zones, 
each with their own set of Roos. In fact they 
don’t. Instead they generally choose to op- 
erate in export zones, where goods flow in 
and out on a duty-free basis, beyond the 
reach of pras or BTAS. The more these PTAs 
and Bras spread, the more these firms will 
be driven into export zones to escape them, 
creating an unhealthy dualism between the 
zones and the rest of the economy. Unless 
the countries continue down the path of 
unilateral liberalization and become, like 
Hong Kong and Singapore, one big free 
trade area. Thus sTas are likely to collapse 
under their own weight. 

A second major concern is that the 
more the world goes bilateral, the more 
the global trade rules are set by the major 
economic powers, the U.S., the European 
Union, Japan, and increasingly China and 
India. Smaller economies have a seat at the 
table only in a multilateral environment, a 
principle enshrined in the General Agree- 
ment on Tariffs and Trade, the forerunner 
of today’s World Trade Organization. 

This issue appears in even sharper relief 
for the many Asia-Pacific countries that are 
emerging out of conflict, making the transi- 
tion from plan to market, or suffer from be- 
ing landlocked or geographically isolated. 
With their weak institutions, and limited 
human resources and commercial experi- 
ence, they risk being marginalized even 
further. Take the case of Laos, for example. 
It has now found it necessary to establish a 
Department of Bilateral Trade Negotia- 
tions. Yet it has only recently completed 
codifying its tariffs, it is struggling to meet 
the requirements for its wro membership 
application, and its policy reformers have 
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much on their agenda at home. Does it re- 
ally make sense for the international com- 
munity to divert the country’s handful of 
technically equipped trade officials into a 
series of BTAs, or another PTA? 

In sum, our arguments are four-fold: 

æ First, the current proliferation of 
trade deals is administratively very costly, 
and it is seriously distracting policy mak- 
ers from the main game of multilateral and 
unilateral reform. There is a lot of money 
and effort being spent on negotiating and 
implementing Bras, and this is a particu- 
larly significant burden for smaller, poorer 
countries. The evidence from surveys con- 
ducted by the Japan External Trade Orga- 
nization and the Asian Development Bank 
suggests very low rates of utilization of 
these “preferences” in the Asian region. 
This is mainly due to low preference mar- 
gins and the complexity of overlapping 
ROOS, etc. If a BTA were to be proposed as 
an investment project, it would almost al- 
ways fail the cost-benefit test! 

æ Second, we are very skeptical of the 
proposition that the many BTAs can some- 
how be folded into a much broader multi- 
lateral agreement. On this issue, we need 
to put the ball back in the court of the 
“consolidators,” who advocate this case. 
Thus far, we appear to have very little de- 
tail to go on. Moreover, the contrary case, 
that it would be very difficult to achieve, is 
compelling. This arises because the Bras 
are a highly heterogeneous group of agree- 
ments. They invariably have different tar- 
iffrates, different treatment of quantitative 
restrictions (QRS), different sector exemp- 
tions (and often different “phase-in” rates 
for them), different roos (often defined 
product by product), and a host of other 
arrangements ranging from some service 
sector liberalizations to labor and stan- 
dards provisions. If consolidation were to 
proceed, the more likely outcome is some 
sort of “lowest common denominator” re- 
sult, which achieves very little. 
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æ Third, for all its problems, the wro 
still remains the best forum to address the 
most difficult trade issues, especially those 
FTAs that exclude key sectors, because of 
the Organization’s facility to trade conces- 
sions across disparate interests in a multi- 
lateral setting. It enables countries to weigh 
up the costs of conceding protection in sen- 
sitive sectors, such as agriculture, against 
the benefits of increased market access in 
areas in which they have a comparative ad- 
vantage. Every time a BTA allows a country 
to bypass this trade-off simply through its 
choice of partner, and seemingly secure 
benefits without incurring costs, the task of 
liberalizing these sensitive sectors is ren- 
dered more difficult. The Doha Round may 
have stalled, but the increasing realization 
of the unsustainability of Bras, coupled 
with food and energy crises ina financially 
turbulent world, may provide sufficient mo- 
tivation to try and jump-start it. Indeed, a 
silver lining from the recent food price 
spike is that the Doha agenda on reducing 
farm subsidies could now be met with little 
impact on the incomes of American and Eu- 
ropean farmers. 

# Fourth, the main game will always 
be reform at home. The overwhelming evi- 
dence, both from crosscountry economet- 
rics and detailed country case studies, is 
that more open economies perform better. 
The task for proponents of reform will al- 
ways be easier when the rest of the world is 
reforming, and playing by multilateral rules 
of the game. But countries don’t have to 
wait for international or regional trade ne- 
gotiations to be completed. Converting 
opaque and corruption-prone ors on trade 
into more transparent tariffs, then consoli- 
dating these rates around a uniformly low 
average, can start now. It will be a sign of 
real reform—and political courage—when 
the same trade ministers who claim they 
are negotiating “trade deals” all over the 
world are also able and willing to pursue 
free trade ideals at home. im 
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Versus the World 


by Ian Holliday 





HEN CYCLONE NARGIS 
tore through Burma’s Ir- 
rawaddy Delta on May 3, 
it not only inflicted death 
and destruction on a 
scale unseen in Asia since the 2004 tsu- 
nami, but also generated pronounced car- 
icatures of poses long struck in the 
country’s largely static political drama. At 
center stage, the oppressive State Peace 
and Development Council was unrespon- 
sive and utterly self-serving. In the wings, 
opposition forces in the democratic camp 
and ethnic minority groups were aghast 
and totally powerless. Backstage, Asian 
states scrambled to provoke some element 
of civility in an unbending regime. Far 
from the main action, Western states 
formed a kind of Greek chorus calling in- 
sistently for the ruling military clique to 
adhere to global humanitarian standards. 

This phony relief phase lasted for more 
than two weeks of an emergency in which 
critical response times were calibrated in 
days, and even hours. At the end of it, the 
military junta claimed that 78,000 people 
had died in the storm and 56,000 were 
missing. Against this, external agencies es- 





timated that 200,000 lives had been lost, 
and appealed to the junta to authorize more 
external assistance for the 2.4 million sur- 
vivors in the delta, many of whom remained 
beyond the reach of aid agencies. 

One twist critics found notably cynical 
and cruel during this early phase was the 
junta’s insistence on pressing ahead with 
a referendum on a new constitution. Citi- 
zens in 277 townships not directly affected 
by the cyclone were required to turn out 
on May 10. Citizens in 47 townships dev- 
astated by the cyclone voted on May 24. In 
an announcement that was widely derided 
by critics, the junta stated that 98.12% had 
participated in the plebiscite and 92.48% 
had voted yes. Another step on the coun- 
try’s seven-stage roadmap to a discipline- 
flourishing democracy had been taken. 

However, this proclamation did have 
the positive effect of moving the country 
on from petty junta politics, and creating 
space for cyclone response efforts to rise to 
the top of the agenda. Key to this was the 
junta’s belief that its referendum banished 
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several potent historical memories from 
the political scene. One was its violent re- 
pression of monk-led popular protests, 
triggered by economic hardship and moti- 
vated by democratic ideals, in September 
2007. Another was its refusal to implement 
the results of a general election, won in a 
landslide by Aung San Suu Kyi’s National 
League for Democracy, in May 1990. Still 
another was its initial power grab, through 
an internal coup against an ailing military- 
backed government, in September 1988. 
With mass endorsement for its constitu- 
tion, the regime sought to consign all these 
events to the past and look ahead to its au- 
thoritarian democracy. 

It was in this context that top generals 
finally turned to humanitarian needs in 
the delta. On May 18, Senior-General Than 
Shwe made his first trip to the disaster 
zone, and was photographed talking to of- 
ficials and survivors in a pristine refugee 
camp. On May 19, at a special meeting of 
the Association of Southeast Asian Na- 
tions in Singapore, foreign ministers 
agreed to create a Task Force for channel- 
ing aid to Burma from all over the world. 
On May 25, an Asean-United Nations In- 
ternational Pledging Conference convened 
in Rangoon to address a Burmese request 
for more than $11 billion in assistance. 
More than 50 countries attended, and 
some sent higher-level delegations than 
had set foot inside the country for over 20 
years. In between the Singapore and Ran- 
goon meetings, both Asean Secretary- 
General Surin Pitsuwan and U.N. 
Secretary-General Ban Ki-moon traveled 
to Burma for discussions with senior gov- 
ernment officials and relief workers. At the 
same time, there was a marked improve- 
ment in aid transport into the country, and 
a growing confidence that most of it was 
reaching its intended targets. In this way, 
a platform for global engagement with 
Burma’s humanitarian crisis was built. 

Nevertheless, many important matters 


still need to be resolved. One is how far the 
junta will relent in opening up Burma to 
outside involvement. In a face-to-face 
meeting with Mr. Ban, Than Shwe prom- 
ised to allow all aid workers into the coun- 
try, and dozens of visas have since been 
issued to humanitarian agencies. Howev- 
er, to get a permit to visit the delta, foreign 
experts must submit a detailed travel plan 
48 hours ahead of each trip. Already, the 
presence of outsiders has attracted harsh 
criticism from junta-backed newspapers. 
Another issue is how effective foreign ex- 
perts can be. For years in Burma, almost 
nothing has worked, and that which does 
is tightly overseen and controlled by the 
military and its associates. In the delta, 
where needs are greatest, basic infrastruc- 
ture is virtually nonexistent. 

One month after Nargis struck, engag- 
ing with Burma thus remains very diffi- 
cult. The generals who dominate this 
country of 54 million people view every- 
thing through a single lens of power, and 
adopt all available means to tighten their 
grip. “Our country is going through a va- 
riety of storm-like plots and intrigues that 
are much severer than Nargis, and they 
are endless,” noted a government mouth- 
piece in the week that Burma started cau- 
tiously to open up to outsiders. Two days 
after much of the world came to Rangoon 
for the donor conference, Aung San Suu 
Kyi’s house arrest, which already totals 
more than 12 of the past 18 years, was ex- 
tended for an additional year. 

Despite such setbacks, the situation the 
world faces in Burma has become some- 
what clearer in the past few weeks. At the 
extreme, the possibility of direct humani- 
tarian intervention with which many in 
the West flirted is now a nonstarter. Pro- 
moted most visibly by French Foreign 
Minister Bernard Kouchner, this option 
looks to responsibility to protect provi- 
sions agreed by more than 150 states at the 
U.N. World Summit in 2005, and advo- 
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cates that air drops be undertaken with or 
without Burmese government consent. 
However, problems in securing U.N. Secu- 
rity Council authorization, in actually get- 
ting aid to survivors in an efficient and 
effective manner, and in preventing the 
junta from retreating to its bunker in Nay- 
pyidaw mean that the option is unlikely 
ever to be triggered. Similarly, judicial ac- 
tion to bring charges of crimes against hu- 
manity against the generals, again floated 
by Mr. Kouchner, is at present beyond the 
realm of practical 
politics. For the 
time being, the jun- 
ta has opened up 
sufficiently to the 
world to dispel all oa 
serious talk of radi- [iy fe 
cal action. RIC 

Similarly, states 
clustered around 


have zero chance of 
imposing their vision of political develop- 
ment on Burma. This is chiefly because 
Asian neighbors, while disliking much 
that goes on inside the country, have no 
intention of countenancing encroach- 
ments on its sovereignty. In the aftermath 
of the May 12 Sichuan earthquake, China 
diverged substantially from Burma in 
opening up to foreign aid and media. In- 
deed, it seems likely that Beijing saw Bur- 
ma as an object lesson in how not to deal 
with the international community when 
disaster strikes. On the issue of national 
sovereignty, however, China held firm to 
the position long shared with Burma. At a 
May 17 briefing at the Chinese embassy in 
Washington, D.C., spokesman Wang Ba- 
odong insisted that other states show “due 
respect” to Burma, and reminded them 
that it is a “sovereign country.” 

In practical terms, this means that the 
U.S. and the European Union, which have 
looked principally to sanctions in framing 
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their Burma policies, need urgently to re- 
think. It has always been obvious that 
sanctions will not work in Burma. They 
are not supported by any of its neighbors, 
and are disdained by most of its major 
trading partners. However, Nargis has 
taken debate to a new level by exposing the 
absurdity of the sanctions argument. In 
the same breath, leaders in the U.S. and 
elsewhere cannot argue both for isolating 
Burma through economic and political 
sanctions, and for engaging intensively 
with it through hu- 
manitarian aid. 

Furthermore, 
the counterpart to 
dismantling sanc- 
tions is putting in 
sz, place a policy that 
can serve not to iso- 
late Burma, but 
Ay rather to reintegrate 
a WA’ it into the global 
“.ewisreaxe COMMunity. Inter- 
nally, it is essential to open up humanitar- 
ian space. Externally, bridges must be built 
to connect the regime to the world. On both 
counts, the only viable strategy is to work 
through existing dialogue channels. At a 
minimum, this means that any proposed 
Burma initiative must be endorsed by major 
Asian states. If China is not on side, then it 
will exercise its veto in the U.N. Security 
Council. If Asean is not persuaded, then no 
use can be made of its strategic relationship 
with Burma. By comparison, India and Ja- 
pan, though significant to Burma, are not 
currently critical players. 

Within the region, a number of moves 
are now being made. As a leading member 
of Asean, Indonesia is said to be putting 
together a multilateral approach to the 
junta. However, in the long run China is 
especially important to Burma policy. 
While no external power can control what 
the junta does, Beijing has access to the 
generals and is capable of steering them to 
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some degree. Furthermore, Chinese lead- 
ers are moving beyond strict interpreta- 
tions of the country’s “peaceful rise” to 
acknowledge that its startling economic 
progress means it will inevitably have to 
assume a regional and global role. 

One obvious way to fashion more active 
Chinese engagement is through a multilat- 
eral contact group convened by the U.N. 
Together with Asean, Beijing has a clear 
leadership role to play. However, if real 
progress is to be made inside Burma, it is 
necessary to supplement headline political 
initiatives with action on the ground. 
Here, China and the Chinese come into 
their own, with business activities and so- 
cial ties that span much of the land. Some 
scholars estimate that there may be more 
than one million recent Chinese migrants 
in Burma. In a postsanctions policy frame- 
work these investors, traders, workers and 
floaters take on a key mediating role. In- 
deed, the more they can be directed to- 
ward legitimate economic activity, and 
away from the shadowy world created by 
junta cronies and Western sanctions, the 
more benefit they will bring. Over time, 
they can create conditions for other entre- 
preneurs to enter the country and join the 
broad-based rebuilding effort that is so 
desperately needed. 

In pursuing a strategy that looks to 
China to play a leading part in reconnect- 
ing Burma to the world, many sensitive is- 
sues clearly need to be borne in mind. One 
is that there remains a highly conservative 
camp inside China which holds that every- 
thing should be left in the hands of the jun- 
ta. Change is not likely to come quickly, 
and nobody should look for democracy in 
one of the poorest countries in Asia. But 
this position is no longer predominant. 
Another issue is that China has many more 





The damage wrought by Nargis will take time to fix 
and will require years of sustained engagement. 
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important relationships than its bilateral 
relationship with Burma. The Burma prob- 
lem therefore needs to be addressed with- 
in the bilateral and multilateral relations 
that structure China’s interactions with 
the complex and strategic region of South- 
east Asia. A further issue is that peaceful 
coexistence, the central plank of Chinese 
foreign policy, has to be seen to be main- 
tained for good relations in its neighbor- 
hood. However, with cover provided by a 
global coalition of support mobilized by 
the U.N. this should be possible. 

It is already widely understood that the 
damage wrought by Nargis will not be 
patched up in weeks or months. The eco- 
nomic base of a low lying agricultural re- 
gion has been devastated. Homes and 
schools have been destroyed. Human 
health and wellbeing are in the balance. 
Refugees subsist on almost nothing. To put 
the region back on track will be the work 
of years, and will require sustained en- 
gagement. Clearly, what is true of the Ir- 
rawaddy Delta is also true of the nation. 
Across the land, damage inflicted by ruin- 
ous governance stretching back many de- 
cades needs to be tackled through patient 
measures that look beyond the narrow po- 
litical sphere, and set Burma up for broad 
forms of economic and social interaction 
with outsiders. Ultimately, it is only in this 
way that the country can change. 

The initial post-Nargis phase played 
out as a classic instance of Burma versus 
the world. This is also how policy has long 
been framed by major Western powers. 
The opportunity now present is to bring 
Burma in from the cold and open it up to a 
complex pattern of active engagement 
with outsiders. The key future task is to 
ensure that this opportunity does not go 
begging. | 





China’s Troubled 
Legal Profession 


by Eva Pils 





T A MEETING of 400 senior 
Beijing lawyers in April, 
the president of the Haid- 
ian district branch of the 
Beijing Lawyers’ Associa- 
tion, Li Dajin, seemed exasperated. The 
city’s legal profession had developed so 
well, he said, until one lawyer took a case 
on behalf of a Falun Gong practitioner: 
“But then in 2005-06 we had one Gao 
Zhisheng—one fly spoiling the entire pot 
of soup!” To add to his woes, 18 other law- 
yers, mostly based in Beijing, had just pub- 
licly offered legal assistance to Tibetans 
who had been detained on suspicion of 
crimes during the March 2008 Lhasa riots. 
These lawyers had expressed their hope 
that the authorities would handle the Ti- 
betans in accordance with law and ensure 
they were not tortured. 

To Mr. Li, this amounted to a betrayal 
of the profession. He asked, “Why did they 
not offer their legal assistance to the vic- 
tims and to the injured warriors of the 
People’s Armed Police? Where has their 
political consciousness gone?” According 
to an account of his speech circulated on 
the Internet by some lawyers who were 





the target of his anger, he suggested that 
“a clever way be found to ensure that any 
lawyer who damages our reputation will 
have their rice-bowl smashed by us.” 

The 18 lawyers who made the offer to 
defend Tibetans had already received 
“warnings” from the justice bureaus re- 
sponsible for them. Possibly inspired by 
Mr. Li, these authorities are now using the 
usually pro forma annual reregistration 
procedure concluding on May 31 as an op- 
portunity to punish the lawyers concerned 
and their law firms. Some 500 lawyers 
working in Beijing law firms were report- 
ed to have encountered “difficulties” with 
reregistration. Some of the affected law- 
yers were told that they were in trouble for 
becoming involved in unspecified “sensi- 
tive” cases, 

As of this writing, two Beijing lawyers 
confirm that they have not been able to re- 
register, which could mean they will not 
be allowed to practice as lawyers for a year 
until the time of the next registration ex- 
ercise. If in that case, they represent cli- 
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ents in court as lay representatives, as they 
are allowed to do under Chinese law, they 
can not take any fees. Incidentally, no Ti- 
betan is actually known so far to have ac- 
cepted the courageous offer of legal 
assistance. 

The vilification of criminal defense 
lawyers for defending “bad guys,” especial- 
ly in politically controversial cases, is com- 
mon in many places. But what is remarkable 
about the Chinese legal environment is the 
ease with which lawyers, even those occu- 
pying important official positions such as 
Mr. Li, can slip back into the attitudes of 
political correctness of the 1960s and 1970s, 
when enemies of the people were not con- 
sidered deserving of procedural legal pro- 
tections, and the very idea of law was often 
vilified. Although the government has 
committed to many human rights on paper, 
in particular in its constitution, criminal 
procedure laws and administrative regula- 
tions, Chinese law continues to reflect such 
attitudes in practice. 

The forms of law can still be used 
against Chinese rights activists far more 
effectively than they can use the law to 
support their own causes, because many 
of these causes represent a political chal- 
lenge to China’s “people’s democratic dic- 
tatorship.” Probably as a consequence of 
their own early successes, human-rights 
lawyers have in recent years been subject- 
ed to increasing pressures, not only from 
the police, public prosecution authorities 
and justice bureaus, but also from the as- 
sociations supposed to represent their own 
interests. They may be able, eloquent, and 
professional—in 2001 the Ministry of Jus- 
tice named Gao Zhisheng as one of the 
country’s 10 best lawyers. But they have no 
chance of winning their most daring argu- 
ments in court and sometimes they cannot 
even get as far as the courtroom. Some hu- 
man-rights lawyers who went too far have 
been prosecuted and convicted of crimes. 
The offence of choice for the public pros- 


ecution authorities has become that of “in- 
citing subversion of state power.” Mr. Gao 
was convicted of this crime in 2006 after 
publicly alleging the cruel persecution of 
Falun Gong practitioners, whose com- 
plaints were excluded from adjudication 
by the courts. (Mr. Gao was quickly “re- 
leased” into 24-hour surveillance at his 
Beijing home in degrading conditions, not 
allowed to practice and not allowed to 
speak publicly, and has been out of touch 
with his friends since October 2007.) 

Efforts to control human-rights law- 
yers and other activists are almost always 
based on a dual strategy of using legal 
forms in illegal ways and for unjustifiable 
purposes. The denial of reregistration is 
just one example that may signal the be- 
ginning of trouble for a lawyer and his pro- 
fessional and personal contacts. Another 
difficulty befalling a recalcitrant lawyer 
will often consist in surveillance and house 
arrests, or even abductions and beatings. 
Last year Mr. Gao’s friend Li Heping, also 
a lawyer, was beaten with electric prods 
for four hours, and told he must leave 
Beijing during the time of the Olympic 
Games. He refused to do so. 

Guo Feixiong, an activist who had been 
involved in one of the most famous legal 
cases of villagers rising against corruption 
in a land grab context, was convicted of an 
running illegal business and is now serv- 
ing a prison sentence in Guangzhou. In po- 
lice detention, he suffered severe torture 
and reportedly tried to kill himself. Law- 
yer Teng Biao, one of the 18 who offered 
legal help to Tibetans, has lived with sur- 
veillance and occasional detentions for 
years, and so far managed to steer clear of 
worse consequences. But he is kept well 
aware of what might happen by the police 
officers and hired thugs in charge of him, 
and conversation with him and his col- 
leagues not infrequently turns to the ques- 
tion, “Who will be next?” 

This is why the words of Mr. Li of the 
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Beijing Lawyers’ Association make a twist- 
ed kind of sense in the repressive environ- 
ment of China’s political and legal system. 
The most discouraging and most effective 
form of repression of lawyers is through 
the consciousness of their colleagues and 
friends, who will suffer by association, as 
Mr. Li observed, if one of their number be- 
comes implicated. 

The repression machine is unlikely to 
run out of*targets. Last month, for in- 
stance, the famous Chinese rights activist, 
Hu Jia, applied for a distance study pro- 
gram from his prison in Tianjin City; and 
of all subjects, Mr. Hu chose to apply to 
study law. If he plans to continue engaging 
in human-rights issues after his release, he 
can have no illusions about the difficulties 
such a choice will bring. His own recent 
experience with torture as part of the 
criminal investigation process and his 
own deeply flawed trial should have deep- 
ened his insights into the system he is up 
against. 

Why then does law have such undimin- 
ished attraction for many activists in Chi- 
na who want to change their country? The 
law is all they have, and with its language 
of rights and justice it cannot be entirely 
appropriated by a ruling political power, 
even one that is extremely unwilling to al- 
low criticism of its own rights violations. 
In the most mundane and “unpolitical” 
commercial law cases Chinese legal prac- 
tice cannot eliminate arguments; it is an 
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attitude that easily carries over into more 
politically controversial, or to use the of- 
ficial word, politically “sensitive” cases. 
And just like other citizens protesting in- 
justice, lawyers will put faith in the words 
of the law even when party and state au- 
thorities keep discouraging and intimidat- 
ing them. It is often a faith based in 
conviction rather than in a real expecta- 
tion of winning a case. 

The party-state is therefore quite cor- 
rect in viewing the legal profession as po- 
tentially subversive—it is professionally 
inclined to subvert those parts of the Chi- 
nese legal and political system that remain 
stuck in the Cultural Revolution era. The 
recent amendment of the Lawyers Law 
shows that by not relenting, the state only 
involves itself in further contradictions. 

That can be seen in the new law’s Ar- 
ticle 37, which provides for immunity for 
statements made by lawyers in court—with 
several exceptions, including statements 
that “endanger state security.” But how 
should state security be understood here, 
lawyer Teng Biao asks with bitterness? He 
points to the party-state’s already impres- 
sive arsenal of unequal weapons in its con- 
frontation with human-rights defenders. 
“Can lawyers endanger state security by 
making oral statements in court? If yes, 
how can state security be this fragile and 
weak? And which is more important, the 
security of the state, or the security of the 
people?” - 
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The Wild Side of 
Hong Kong Stocks 


by Cathy Holcombe 
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AVID WEBB’S RECENT res- 
ignation from the board of 
the Hong Kong Exchanges 
and Clearing fit a familiar 
pattern of the activist 
turned stock-exchange director’s career in 
Hong Kong. It included a public manifes- 
to—in this case an accusatory resignation 
letter to the exchange, or HKEx for short; 
there were prominent stories in the global 
press, describing a crusader thwarted by 
vested political interests which, as one 
publication put it, “is a blow to Hong 
Kong’s financial markets.” Then there was 
the anonymous quotes from apparently 
well-placed individuals whose viewpoint 
can perhaps be best summed up as... “Give 
us a break, the guy’s a jerk!” 

One local paper wrote that Mr. Webb 
obstructed exchange meetings by asking 
too many questions (a charge he denies) 
while another paper’s version of the resig- 
nation included an unnamed “insider” as 
saying that Mr. Webb resigned in a huff 
because he felt it was inappropriate for the 
HKEX, as a publicly listed company, to do- 
nate shareholder’s funds to China’s quake 
victims. This charge, besides being untrue, 





played upon the stereotype of the reform- 
er as a hard-headed prig, one who can only 
see in black and white, who is blind to 
moral ambiguities—and to the many colors 
of Hong Kong’s rich, diverse, vibrant— 
even cowboyish—market. 

Mixed feelings about Mr. Webb have 
been on display since he first came on the 
scene in 1999, and were memorably appar- 
ent at the Bank of East Asia’s annual gen- 
eral meeting in 2003, when he called on 
shareholders to vote against the appoint- 
ment of Henderson Group chief Lee Shau- 
kee as a director for BEA. It was hard to 
argue with Mr. Webb’s logic, who argued 
that because BEA was one of Henderson 
Land’s principal bankers, and because two 
members of the Li family, which controls 
BEA, were on the board of various Hender- 
son companies, that Mr. Lee was notina 
position to give independent, unbiased 
counsel to the bank. But it was also hard 
to get the sense that local shareholders felt 
the same approbation. Mr. Lee is known 
locally as a guosan—a god of stock picking. 
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How lucky BEA should to have him advis- 
ing their board. When Mr. Webb prolonged 
the bank’s agms with his many questions 
he drew the ire of many shareholders, who 
seem more eager to attack the buffet than 
to get an explanation as to why, for exam- 
ple, did BEA give its executives a pay raise 
when profit had fallen in the previous 
year? Or why did Mr. Lee skip all the audit 
meetings last year? Finally, when the votes 
were counted later, it turned out that just 
over 1% were against Mr. Lee’s reappoint- 
ment. 

Five years later Mr. Lee is still a director 
at BEA while Mr. Webb is throwing in his 
towel as an independent director at ex- 
change. In his resignation letter, Mr. Webb 
says he was denied information and kept 
out of meetings, and that “tycoon-funded” 
think tanks and “inexperienced” staffers 
were driving policy at the exchange. He 
also took a few jabs at Hong Kong’s idleness 
on the regulatory front. For example, he at- 
tacked the legislature for not giving statu- 
tory backing to the Listing Rules, which 
govern behavior on the stock market but 
are not enforceable by law. 

Nevertheless, Mr. Webb has also had his 
share of victories over the years—including 
spearheading successful shareholder re- 
volts against privatization offers by Hen- 
derson Group companies, which Mr. Webb 
said ripped off minority shareholders. Such 
victories were made possible because Mr. 
Webb’s campaigning has strengthened the 
shareholders’ voting system. Hong Kong 
may soon adopt quarterly reporting, partly 
as aresult of his efforts; minimum trading 
spreads were narrowed over the cries of 
small brokers, who can make more money 
when spreads are clunkier. A number of 
companies have been investigated by regu- 
lators due to exposés published on Mr. 
Webb’s popular Web site (www.webb-site. 
com). Moreover, Mr. Webb has strength- 
ened journalistic coverage of Hong Kong’s 
market, through his investigations, through 


the educational information provided on 
the Web site, and in his readiness to speak 
to the press, often to explain complex work- 
ing of the financial or regulatory systems. 

Mr. Webb is not a complete hit with the 
local industry leaders many of whom fear 
too much regulation can hurt business, and 
deaden the pulse of a market famous for its 
euphoric booms and thunderous busts. An 
example would be Mr. Webb’s project to 
limit the annual general mandate to issue 
new shares to new investors at 5% of issued 
capital, instead of the typical 20%. If imple- 
mented, this would likely shrink deal-re- 
lated fees for brokers. In his resignation 
letter Mr. Webb reiterated his objections to 
a “professionals only” bourse with lower 
reporting requirements, similar to AIM, the 
London Stock Exchange’s international 
market for smaller companies. After fierce 
lobbying, HKEx and the government are 
now apparently moving ahead on plans to 
create such a board. 

These are tough times for reformers. 
Hong Kong has ranked as one of the top- 
five rro markets in the past two years, right 
alongside New York and London. Hong 
Kong’s covered-warrants market has be- 
come the world’s most active. “Hot money” 
inflows from mainland Chinese investors 
has added to the momentum—Hong Kong 
trading volumes cracked a series of record 
highs in 2007. Local brokers, after a period 
in which many faced near collapse, got a 
new lease life. The big investment banks 
went on a hiring spree that has reverber- 
ated into the local economy in the form of 
soaring office rents, a booming market for 
luxury apartments and a mushrooming of 
new dining venues. Amid such good for- 
tune, it is not surprising that government 
and industry players would shrug and 
think—“What exactly needs fixing?” Hong 
Kong is one of Asia’s most open markets— 
there are no capital controls or rules to 
limit foreign ownership or short-selling by 
foreigners. It fully adopts international ac- 








counting standards, unlike other big Asian 
markets—from Japan to India to Taiwan— 
that replace some of the more burdensome 
international rules with locally written 
code. Hong Kong is host or home to some 
of the world’s most-owned companies— 
Hutchison Whampoa, China Mobile, 
HSBC—and its top companies conduct so- 
phisticated investor relations. And the city 
also has a powerful anticorruption agency 
in the Independent Commission Against 
Corruption, whose purview includes the 
stock market. (The 1cac recently arrested 
dozens of people for fraudulent trading.) 

But there’s another side to Hong Kong. 
This is the Hong Kong that is fertile ground 
for mania’s and risk capital. Where, during 
the Internet boom, even the proverbial toi- 
let-bow] manufacturer could change its 
name and become a “dotcom,” where a 
fashion retailer can, with one little surprise 
announcement to shareholders, overnight 
diversify into timber trading, or Macau ca- 
sino services or China property develop- 
ment or—these days, in light of the 
commodities boom— nickel mining. It is 
this area of the market where Mr. Webb has 
uncovered shocking examples of poor cor- 
porate behavior, from stock manipulation, 
to injections of overvalued assets, to plain 
old fraud. 

Sure, traders regularly get blown up 
trading these kinds of stocks—but then no- 
body goes into a toilet-bowl-maker-cum- 
dotcom with their eyes closed. Moreover, it 
is clearly not just local investors who like to 
play a little roulette. Institutional investors 
periodically hold large chunks in Hong 
Kong’s wilder universe. One very relevant 
example would be the popularity of the 
loss-making movie-production company, 
Imagi. Once a year, at Christmas time, Mr. 
Webb tips a local stock which he thinks of- 
fers good value. In 1999, he picked the arti- 
ficial Christmas-tree maker Boto 
International, writing that “the company 
has not indulged in property or stock mar- 


ket speculation, nor has it tried to ‘dot-com’ 
itself. Indeed, it seems very focused on its 
core businesses.” Boto’s shares soared 
thanks to Mr. Webb’s backing. But the ac- 
tivist suffered a nasty surprise just two 
years later, when Boto announced a man- 
agement buyout of the Christmas tree busi- 
ness, saying that its “principal products are 
reaching a relatively mature stage with low 
growth prospects.” Boto planned to change 
its name to Imagi—and become a computer- 
animated cartoon production company. 

Shareholders approved the privatiza- 
tion offer in 2002, and, with its core busi- 
ness now sold off, the shares plummeted. 
But Imagi sallied forth. Within a few years 
it had built a studio in Hong Kong, hired 
scores of animators, recruited two Holly- 
wood filmmakers, and bought the rights to 
cartoons ranging from Teenage Mutant 
Ninja Turtles to Astro Boy. The stock be- 
come hot with punters and hedge funds and 
the company has raised more than HK$1 
billion (more than $125 million) in new eq- 
uity in the past six years. At the height of its 
glory, its share rose as high as HK$4.80— 
leagues higher than the Boto days. 

Then, Teenage Mutant Ninja Turtles 
II was released. Reviews were not par- 
ticularly charitable. Imagi shares tumbled. 
Today they are down 84% from their all- 
time highs. For the 2007 financial year, 
Imagi’s announced its biggest loss ever. 
Yet, just last December, Imagi raised 
HK$407 million with a convertible bond 
sold to institutional investors. Memories 
are short, and hope springs eternal. This 
might explain why Hong Kong’s local fi- 
nancial industry is not worried about los- 
ing business to better regulated world 
markets. On the contrary, Hong Kong’s 
greatest fear is that it will lose business to 
a much, much wilder market, one with 
poor transparency, absurdist valuations 
and regular bouts of government interven- 
tion. That, of course, would be mainland 
China’s stock market. g 








OLYMPIC DREAMS: 
CHINA AND SPORTS, 1895-2008 
by Xu Guoqi 
Harvard University Press, 392 pages, 
$29.95 
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Reviewed by EMILY PARKER 


S THE AUGUST Beijing Olympics 
draw near, one could almost for- 
get that the Games will include 
athletes, competing for medals. Wide- 
spread controversy over Tibet, Darfur 
and China’s human-rights record seems 
to dominate the news coverage, much to 
Beijing’s chagrin. As Premier Wen Jiabao 
recently said, “We should not politicize 
the Olympic Games.” 

Some might find such remarks iron- 
ic. In Olympic Dreams: China and Sports, 
1895-2008, author Xu Guogi comments, 
“More than any other sports event, the 
2008 Olympic Games promise to accentu- 
ate the significance of sports as a political 
endeavor rather than a personal leisure 
pursuit—at least in the minds of recent 
Chinese leaders.” 

Chinese “politicization” of the Beijing 
Olympics is a continuation of a long tradi- 
tion in which sports and national identity 
have been closely, and sometimes danger- 
ously, linked. This has manifested itself in 
an obsession with gold medals (national 
glory), and violent reactions to sports de- 
feats (national humiliation). 
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At the same time, the Beijing Olympics 
are also an opportunity for China to show 
its best face to the outside, and thus raise 
its status in the world. For many Chinese, 
sporting events represent “a validation of 
their nation’s long labors toward interna- 
tional acceptance, a sign that China has 
overcome its ‘century of humiliation and 
shame’ to become a full member of the 
community of nations.” 

Mr. Xu, an associate professor of history 
at Kalamazoo College, looks back to 1895, 
which he deems a turning point in both 
Chinese and world history. A thorough 
defeat in the Sino-Japanese war (1894-95) 
shook China to the core, leaving it “cling- 
ing to its middle kingdom dream.” 

These were the circumstances that gave 
rise to the now famous “sick man” of Asia 
expression. The first person to coin the 
phrase was a scholar named Yan Fu, who 
in an 1895 article argued that the Chinese 
needed to improve their physical strength, 
intelligence, and moral values. “Does to- 
day’s China look like a sick man?” Yan 
asked, 

This image of a sick China, Mr. Xu says, 
motivated many Chinese to reflect on how 
to “cure” their nation. It also led to the in- 
troduction of modern, in particular West- 
ern, sports. But sports were more than just 
a tool to build national pride. Since the 
turn of the 20th century, he writes, Chi- 
nese elites obsessed about how the coun- 
try would engage with the outside world. 
In sports, they found a key. Participation 
in the 1932 Los Angeles Olympics contrib- 
uted to the process, even though China 
only had a one-man team. 

The idea of physical strength as a key 
to national power persisted through the 
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20th century. Chiang Kai-Shek’s Nanjing 
government, established in 1928, passed a 
sports law declaring that every young Chi- 
nese had a responsibility to pursue physi- 
cal exercise. 

Later, Mao Zedong and Zhou Enlai 
skillfully merged sports with politics by 
embarking on a long program of “ping- 
pong diplomacy” with the United States. 
In 1972, Mr. Xu writes, the Chinese ping- 
pong delegation was the first official en- 
voy to the U.S. since 1949. Mr. Xu says this 
landmark event, a major achievement for 
Mao and Nixon, helped speed up China’s 
internationalization, spark 
American interest in Chi- 
na, and expand cultural 
exchange between the two 
countries. 

China’s experience with 
the Olympic Games has long 
been defined by politics. The 
book argues that for 30 years 
after the founding of the 
People’s Republic of China 
both Beijing and Taipei used 
sports as a means to legiti- 
macy. Both claimed to repre- 
sent China in the Olympics, 
and struggled to keep the 
other from participating. In 1958, Beijing 
withdrew from the Olympics to express its 
dismay over having to share representa- 
tion with Taiwan, and with this decision 
began “an official and self-imposed isola- 
tion” that would continue for over two de- 
cades. China made its glorious return to 
the Olympics stage in the 1984 Los Angeles 
Games, where it won 15 gold medals. 

The 2008 Beijing games, like other 
sporting event in the past, will be a window 
into Chinese national pride and global am- 
bitions. Even though Olympic Dreams was 
written before the March Tibet riots and 
the subsequent outbursts of Chinese na- 
tionalism, Mr. Xu’s general argument still 
stands, and is even somewhat prescient. 
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A major challenge for the regime will be 
“overly zealous expressions of Chinese 
nationalism,” he warns, adding, “during 
the Olympic Games, the contradiction be- 
tween nationalism and social stability, for 
instance, could become a major issue.” 

Mr. Xu has a clear and readable writ- 
ing style, and his analysis is punctuated 
with lively examples. He tosses occasional 
shards of criticism at various governments, 
but most notably at the International Olym- 
pic Committee, whose mishandling of the 
“two-China question” seems to have of- 
fended the author. “The 10c in general has 
remained ignorant of China 
and its culture,” is one of his 
complaints. 

The book’s conclusion 
reveals some of the author’s 
most frank opinions about 
today’s China. “The politi- 
cal system that the Com- 
munist Party has tried to 
legitimize through sports 
and other means can- 
not produce a healthy and 
strong nation when its cit- 
izens have been forced to 
give up their independence 
and even personal dignity,” 
he argues. In other words, a “sick man” can 
not be cured by gold medals alone. 

Beijing’s politicization of sports clearly 
has some uniquely Chinese characteristics. 
But that is not necessarily the main lesson 
of this book. Examples of similar phenom- 
ena—from Hungary to Argentina—remind 
that sports and politics are often two sides 
of the same coin. The grander the event, 
the more political the stakes. 

The author asks: “Will the Beijing 
Games end up like the 1936 Berlin Games, 
which strengthened a terrible regime, or 
the 1988 Seoul Games, which initiated 
democratic reform in South Korea?” How 
the 2008 Olympics will affect China’s de- 
velopment and global status remains in- 


triguingly unclear. But as in Olympics past, 
the athletes will be the sideshow. 


FOREIGN CORRESPONDENT: FIFTY 
YEARS OF REPORTING SOUTH ASIA 
Edited by John Elliott, Bernard Imhasly 
and Simon Denyer 
Penguin Books India, 424 pages, Rs 695 
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Reviewed by BEN FRUMIN 


T’S NO SECRET that the days of 
| the whiskey-sipping foreign cor- 
respondent who slides cynically 
over the years from intrepid romantic to 
resigned realist while trying to make sense 
of a far-flung land are over. The world has 
shrunk. Or flattened. Or digitized. And to- 
day few Western newspapers are willing 
to plunk down a quarter of a million dol- 
lars to maintain an overseas bureau when 
they could pay a wire agency a fraction of 
that for access to similar coverage. 

According to the Washington Post, be- 
tween 2002 and 2006 the number of for- 
eign-based American correspondents 
shrank to 141 from 188, and few U.S. pa- 
pers (The Wall Street Journal, Los Angeles 
Times, the New York Times, and the Post 
among them) maintain a stable of foreign 
correspondents. And it’s the depletion of 
these ranks and the hyperspeed changes 
of what it means to be a foreign correspon- 
dent in today’s 24/7 news world that makes 
reading the excellent Foreign Correspon- 
dent: Fifty Years of Reporting South Asia 
something of a bittersweet experience. 

Foreign Correspondent is a collection of 
79 dispatches—ranging in topic from war 
to tiger hunting—that mark the 50th an- 
niversary of the Delhi-based Foreign Cor- 
respondents’ Association of South Asia, 
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which was renamed the Foreign Corre- 
spondents’ Club in 1991. The role of for- 
eign correspondents, the editors write in 
the collection’s introduction, is to “try to 
inform people across the world about the 
complexities of the region, to expose what 
is wrong, cruel and criminal, as well as to 
celebrate what is good and successful.” 

Here is the track record of South Asia’s 
foreign correspondents, warts and all. 
Further, Foreign Correspondent is a first- 
rate primer on recent South Asian history, 
as well as Exhibit A in the case that in- 
ternational reporting by mainstream me- 
dia remains critically important. There is 
immense public good in pieces like Sudip 
Mazumdar’s cutting 1984 Newsweek in- 
vestigation of the lax safety standards that 
led to the horrific Union Carbide disaster in 
Bhopal that killed and maimed untold num- 
bers of Indians. The same goes for Foreign 
Correspondent’s explorations and analyses 
of Indira Gandhi’s stifling 20-month sus- 
pension of India’s constitution in the mid- 
1970s, as well as the demonically violent 
religious riots in Bombay in 1993 and Gu- 
jarat a decade later. 

In many cases, foreign correspondents 
included in their stories details that were 
too incendiary for Indian publications. Take 
Ed Gargan’s 1993 New York Times piece on 
the Bombay riots, which reported “startling 
evidence of police complicity” in the form 
of transcripts of conversations picked up off 
police radio. These incriminating conver- 
sations were actually obtained by Indian 
reporters and translated to English; it took 
a foreign correspondent to get them into 
print because, as Mr. Gargan writes, “they 
are too inflammatory” for the local press. 

When the dispatches reach 1991, the 
leading subject matter suddenly changes, 
just as the story of modern India did, be- 
cause of long-awaited liberalization of the 
heavily regulated, socialist-leaning econo- 
my. Of course, the book’s second half still 
includes plenty of nonbusiness stories on 
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the sort of problems that never really go 
away—a kidnapping in Kashmir, the Maoist 
uprising in Chhattisgarh, India’s child slave 
trade and the devastating 2004 tsunami. 

But into the mix come dispatches on 
Indian entrepreneurship, the deep con- 
tradictions and hurdles that India’s mas- 
sive infrastructure overhaul faces, and the 
strikingly unbalanced wealth gap that has 
arisen from India’s rapid modernization. 
There’s a piece exploring the inability of the 
Indian government to provide water to its 
poor—contrasted with Amelia Gentleman’s 
punchy profile ofa modern day maharaja in 
Pune who dropped $940,000 on his eighth 
Rolls Royce. As India changes at lightning 
speed, we are ever more dependent on for- 
eign correspondents to explore such con- 
tradictions and dig into the ugly inequities 
that they illustrate, the chasms that global- 
ization has caused or failed to counter. 

Of course, Foreign Correspondent has 
shortfalls. Peter Jackson’s much-lauded Re- 
uters scoop catching Edmund Hillary and 
Tenzing Norgay as they came down from 
Mount Everest in 1953 is a surprisingly dull 
read, and the inclusion of two Wall Street 
Journal pieces by Danny Pearl, who was 
murdered by Islamic militants in Pakistan 
in 2002, seems dutiful rather than merited. 
Still, the overwhelming majority of the sto- 
ries remain fresh, engaging and relevant. 

One of the most important pieces is a 
story then-BBC correspondent Daniel Lak 
wrote for The South China Morning Post in 
June 2001, a week after the Nepalese royal 
family was massacred at dinner by King Bi- 
rendra’s eldest son, Prince Dipendra. With 
naked disgust, Mr. Lak castigates the rabid 
exploitation, salacious truth-bending and 
callous disrespect of foreign journalists 
who descended on Nepal to cover the trag- 
edy. These journalists, many of whom Mr. 





Lak implies had no right to write with au- 
thority about a place they’d just arrived and 
barely understood (Mr. Lak had been based 
in the region for nearly a decade), presented 
this Himalayan kingdom to the world “as 
a place of regicidal and maniacal princes, 
or hardened communist rioters and a con- 
fused, self-deluding public who cannot 
come to terms with the truth.” 

Nepalis were “thrust blinking into the 
merciless glare of globalization’s shock 
troops” in which the “rapacious global 
press pack” offered weakly sourced “un- 
sympathetic scrutiny” of the nation’s most 
sensitive matters. Mr. Lak angrily and un- 
flinchingly warns of the danger posed by 
uncaring foreign journalists who swoop in 
for a scoop, in too much of a hurry to both- 
er with ethics or the true feelings of those 
they cover. The blessing of the informa- 
tion revolution is that it allows dispatches 
to be immediately delivered to audiences 
of once-unimaginable size, but it also de- 
mands speed that increases the risk that 
quality and care will be sacrificed. Let’s 
hope Foreign Correspondent doesn’t be- 
come a eulogy of the good old days. 


MANAGING THE DRAGON: HOW 
I’M BUILDING A BILLION-DOLLAR 
BUSINESS IN CHINA 
by Jack Perkowski 
Crown Business, 336 pages, $27.50 
baa ee ad 
Reviewed by ALEXANDRA HARNEY 


OUR YEARS AGO, Tim Clissold, 
an English businessman, wrote a 
book about how he and a former 
Wall Street banker lost millions of dollars 
trying to build a business in China. His hu- 
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morous account of deals gone disastrously 
wrong—factory disputes that boiled over 
into knife fights, beer bottles mislabeled 
as soy sauce, fraudulent managers who 
skipped town—made the book, Mr. China, a 
success. The Wall Street banker, described 
in the book as Pat, came off as an affable 
but somewhat hapless manager stymied by 
China’s chaotic business environment. 

Now that Wall Street banker, whose 
real name is Jack Perkowski, has written 
his own memoir, and predictably, it’s not 
about his failures. Managing 
the Dragon: How I’m Build- 
ing a Billion Dollar Busi- 
ness in China offers a rosier 
view of Mr. Perkowski’s es- 
tablishment of an automo- 
tive parts manufacturer in 
China. This is his side of 
the story. 

Perhaps because of the 
way he was portrayed by 
Mr. Clissold, with whom he 
has not spoken in years, Mr. 
Perkowski is quick to estab- 
lish his credentials. Raised 
working class in Pittsburgh, 
he played football at Yale University and 
continued on to a career on Wall Street, 
stopping along the way to pick up a degree 
at Harvard Business School. Despite his 
success, he grew restless and, in the early 
1990s, he left banking, moved to Asia and 
started exploring investments in the auto- 
motive parts industry in China. 

This search takes Mr. Perkowski around 
the country, seeing two factories a day for 
months at a time. He raises $150 million 
from American investors, sets up his own 
company, ASIMCO, and starts forming joint 
ventures with Chinese companies. Along 
the way, he partners with thoughtful busi- 
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nessmen such as Wang Jianming, chairman 
of a successful Chinese diesel-engine man- 
ufacturer. He hires a team of smart Chinese 
managers and he engineers a staff election 
for a general manager. All of this is even 
more impressive considering Mr. Perkows- 
ki doesn’t speak Chinese. 

Mr. Perkowski admits to a number of 
mistakes, some of which were also de- 
scribed in Mr. China. He concedes he was 
wrong to hire expensive expatriate man- 
agers and listen to their views over those 

of his Chinese staff. He 
confesses that he formed 
a joint venture in An- 
hui Province with a local 
businessman who subse- 
quently created another 
company to compete with 
its joint venture with ASIM- 
co. He describes his ups 
and downs in a brisk, folksy 
style (““Wow!’” I thought to 
myself. As Yogi Berra had 
said, ‘This is déja vu all 
over again!””). 

Sometimes, he seems to 
be tying up loose ends with 
former employees: Don St. Pierre, a former 
Beijing Jeep executive who Mr. Perkowski 
replaced with a mainlander, gets a hat tip 
for his achievements after leaving ASIM- 
co. At other times, he quotes himself or 
indulges in self-congratulatory anecdotes 
that have little to do with the story he is 
telling. Managing the Dragon could have 
benefited from a bit more editing. 

But what makes the book an engag- 
ing read are Mr. Perkowski’s observations 
about the challenges of doing business in 
China. He is particularly strong on the 
power of local governments, which foreign 
investors and commentators often misun- 
derstand. He accurately diagnoses China’s 
“management gap”—the dearth of man- 
agement talent relative to the rest of the 
world—as a threat to the health of China, 
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Inc. “China’s management gap is going to 
be the biggest problem with doing business 
in China for many, many years to come—for 
both foreign-invested and local companies 
alike,” he writes. He argues that companies 
in China are often faced with a choice be- 
tween highly entrepreneurial managers, 
who are unpredictable and occasionally 
criminal, and highly bureaucratic manag- 
ers, who are stubbornly unhelpful. 

The book also pinpoints a frequently 
overlooked source of intellectual-property 
problems: China’s fragmented distribution 
system. Mr. Perkowski argues that myriad 
small, private companies in the distribu- 
tion chain focus on short-term profits, pri- 
oritizing low price over authenticity. While 
many observers argue that improving how 
China’s legal system deals with counterfeit- 
ers is of paramount concern, Mr. Perkowski 
argues that such reforms alone will not be 
sufficient. Consolidation in the distribu- 
tion system will bring more discipline to 
the market and cut down on fakes. 

Another compelling observation is that 
Chinese and Westerners bring different 
conceptions of cost to doing business in 
China. To an American, the highest denom- 
ination of bill is $100. To a Chinese person, 
it is 100 yuan, or about $14 at the current 
exchange rate. He describes how his West- 
ern colleagues, visiting China, would hap- 
pily pay 240 yuan for a night in a hotel, 
believing it to be a bargain by their stan- 
dards. His Chinese staff, by contrast, would 
consider the same hotel room overpriced. 
That difference in perception compels for- 
eign companies to pay more than their Chi- 
nese rivals to build factories in China. And, 
he says, it might also inspire Chinese engi- 
neers to design cheap, low emission vehi- 
cles that would lessen the impact of China’s 
growth on its environment. 


The dearth of management talent relative to the rest of the 
world is a threat to the health of China, Inc. 





Mr. Perkowski provides a unique and 
hard-earned perspective on China’s man- 
ufacturing sector, one that will no doubt be 
as relevant in years to come as it is today. 
Despite the headlines in recent months 
about China’s rising prices, the country’s 
industrial machine is only warming up. 
Mr. Perkowski’s will be an important voice 
to listen to during the ride. 


THE MAN WHO LOVED CHINA: 
THE FANTASTIC STORY OF THE ECCEN- 
TRIC SCIENTIST WHO UNLOCKED THE 
MYSTERIES OF THE MIDDLE KINGDOM 

by Simon Winchester 
HarperCollins, 316 pages, $27.95 





Reviewed by JONATHAN MIRSKY 
ma OWN NINE OF the 24 volumes of 
Joseph Needham’s Science and 
Civilization in China, any one of 
which would have made a scholar’s repu- 
tation for life. Even the polymath Laurence 
Picken, an enemy, called Needham’s work, 
“perhaps the greatest single act of histori- 
cal synthesis and intercultural communi- 
cation ever attempted by one man.” 

Born in 1900 into a family in which 
each parent called him by a different 
name, Needham became the kind of bril- 
liant eccentric that only England has pro- 
duced and probably no longer does. It 
never occurred to him that he should not 
abandon his laboratory work, in which he 
had achieved much, to spend the rest of 


his life on a dogged pursuit for which he 
had no formal qualifications. Not even his 
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most severe critics dared suggest he was 
out of his depth. He loved morris dancing 
and old-fashioned songs and would per- 
form either or both at any moment. He was 
careful to look disheveled at all times. 

Originally a biochemist and embryolo- 
gist, and a founder of the United Nations 
Educational, Scientific and Cultural Orga- 
nization, Needham and his wife Dorothy 
remain the only married couple ever elect- 
ed to the Royal Society, apart from Queen 
Victoria and Prince Albert. He sustained 
for 50 years an affair with 
a Chinese woman scien- 
tist, Lu Gwei-djen, who 
became a coauthor, a re- 
lationship his wife en- 
dured; when he finally 
married Lu in 1989, after 
Dorothy’s death, he taste- 
lessly remarked, “better 
late than never.” 

A devout Christian and 
a lifelong leftist, Needham 
brought shame on himself 
in the early 1950s by testi- 
fying, after a visit to Chi- 
na, that the United States 
had used bacteriological weapons in the 
Korean War; the evidence turned out to 
have been staged by the Chinese with So- 
viet help. But this embarrassment eventu- 
ally faded; he was elected Master of his 
Cambridge College, and died, loaded with 
the highest honors England can bestow on 
an intellectual. His work on Chinese sci- 
ence and technology remains highly re- 
garded. 

I knew Needham professionally for some 
years, and discussed with him his political 
fealty to Communist China from which he 
never substantially deviated. He called the 
Gang of Four the group, although the Chi- 
nese word is gang, and insisted that he be- 
lieved in the sincerity of those who assured 
him the Americans had used bacteriologi- 
cal warfare in Korea. In 1987 I attended the 
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funeral of his second wife, at which Need- 
ham howled like a wounded animal. Zhou 
Enlai met Needham in China in the 1940s, 
and Needham was not the only foreigner to 
fall for Zhou’s practiced blandishments. 

Needham became interested in China 
when Lu Gwei-djen, a traditional apothe- 
cary’s daughter from Nanjing, came to his 
laboratory in Cambridge in 1937 to pursue 
her interest in Western biology. She and 
Needham began an affair, and her role in 
teaching him Chinese and introducing him 

to Chinese culture was 
considerable. 

During the war, Need- 

ham, attached to the Brit- 
ish embassy in Chongqing, 
the wartime capital, spent 
four years hard traveling 
through regions not oc- 
cupied by the Japanese, 
searching for and finding 
evidence of China’s many 
firsts in technology. Along 
the way he met Chinese 
who opened his eyes to 
their ancient technology. 
After China, he spent two 
years in Paris helping found UNESCO, and 
then buried himself in his great Chinese 
project for the rest of his life. 

Only at a place like Cambridge would 
his colleagues relieve him of all teaching 
and administrative duties in his original 
scientific discipline, to let this man, with 
no orthodox credentials in Chinese stud- 
ies, spend the rest of his life on what had 
started as a hobby and became a produc- 
tive mania. 

For 50 years Needham strove to show 
that many of the world’s most vital techno- 
logical discoveries were Chinese, often by 
many centuries. To list only a few: print- 
ing, the compass, the stirrup, the nonchok- 
ing horse or buffalo harness, gunpowder, 
porcelain, paper, seawalls, seismographs 
and the windlass, together with playing 








June 2008 







cards, mouth organs and bean curd. But 
what he had always in mind was this: 
During those centuries of technological 
genius, was there such a thing as Chinese 
science? That is, did the Chinese do ex- 
periments, use evidence, draw generaliza- 
tions, and were they prepared to abandon 
fondly held beliefs if the evidence forced 
such a change? 

His conclusion, unnoticed by this 
book’s author, Simon Winchester, was that 
it didn’t matter. In Volume 5.2, subtitled 
in vintage Needham fashion, “Spagyri- 
cal Discovery and Invention: Magisteries 
of Gold and Immortality,” Needham ap- 
provingly quotes the American historian 
of Chinese science, Nathan Siiven: “It is 
an utter waste of time, and distracting as 
well, to expect any answer [to the absence 
of a scientific revolution in China] until the 
Chinese tradition has been adequately 
comprehended from the inside.” Needham 
went on to say, armed with his leftist con- 
victions, which in this case are convincing, 
that “the social and economic conditions 
had [not] been favorable for the develop- 
ment of modern science in China.” 

The Needham story is a fascinating 
and important one. Mr. Winchester, who 
writes about big subjects, covers the main 
chapters in Needham’s life. But he slides 
too often into what used to be called pur- 
ple prose, well shown in his subtitle. 

Mr. Winchester is obsessed by Need- 
ham’s interest in sex, and never misses a 
chance to call women pretty; not a sin- 
gle man’s looks are described, apart from 
Needham’s. There are too many repeti- 
tions and confusions—Needham seems to 
have learned German once, at age 10, by 
reading a single book, and again when he 
was a research student. Mr. Winchester 
also imagines the details of events unsup- 


Needham was the kind of brilliant eccentric that only 
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ported by evidence—a meeting between 
Needham and Mao, which Mr. Winchester 
admits is based on rumor, is described in 
comical detail. 

But that is Mr. Winchester’s well-honed 
style. Fortunately, he has read enough and 
writes well enough to tell us about a man 
who was extraordinary enough to almost 
merit the book’s subtitle. It would be better 
to say he unlocked some of the mysteries. 


CREATING LAOS: THE MAKING OF A 
LAO SPACE BETWEEN INDOCHINA AND 
SIAM, 1860-1945 
by Seren Ivarsson 
Nordic Institute of Asian Studies, 250 
pages, £35 
WoO 
Reviewed by BERTIL LINTNER 


AOS HAS OFTEN—BUT very un- 
L kindly—been described as an ar- 

tificially created country lacking 
all of the historical, ethnic and political 
criteria for nationhood. Its creation, Seren 
Ivarsson of the Nordic Institute of Asian 
Studies argues, “can be traced back to the 
colonial encounter at the end of the 19th 
century, when France carved out Laos as 
an unprecedented territorial entity in con- 
formity with Franco-Siamese treaties.” In 
1893 France sent gunboats up the Chao 
Phraya River to Bangkok and forced then 
King of Siam, King Chulalongkorn, to re- 
linquish all claims to the territories east of 
the Mekong, which until then to various 
degrees had been paying allegiance to him. 
This new entity was populated not only by 
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people speaking a language closely related 
to Thai, but various hill tribes as well. 
Nevertheless, today Laos isa reality, and 
a nation whose sovereignty and indepen- 
dence no other country would question. 
There is also a strong appreciation among 
its inhabitants of being Lao in terms of 
culture, history and even language. In a 
sense, this is not unusual. Many countries 
have been created as a result of colonial 
conflicts and historical accidents. Among 
them is unquestionably Asia’s youngest 
nation, East Timor, with a territory of 14, 
874 square kilometers and a population of 
only about 800,000 people—who belong to 
various clans and speak more than a dozen 
different languages. All that they share is 
a Portuguese colonial past as well as years 
of resistance against Indonesia, which oc- 
cupied the territory from 1975 to 1999. 
But then Indonesia is also a colonial 
creation, made up of the vastly ethnical- 
ly and linguistically different territories 
of the former Dutch East Indies. And so 
ig today’s Burma, which includes within 
its present boundaries numerous nation- 
alities and tribes, which were brought 
together by the British into one political 
entity—and has been struggling to remain 
as such ever since the British left in 1948. 
Seen in that broader context, Mr. Ivars- 
son’s study of the Lao example gives fas- 
cinating insight into how nations can be 
created—and even succeed as such. Hav- 
ing separated their new colonial acquisition 
from Siamese political influence, the French 
had to give it a separate identity. This was 
especially important because there were— 
and still are—many more people speaking 
Lao in what now is Thailand than in Laos. 
In Thailand, it is considered a Thai dialect 
and is spoken in the northeast. In Laos, it 
has developed into a separate language 
with its own alphabet and literature. 
The French, Mr. Ivarsson argues, 
“brought the Lan Xang kingdom out of the 
mist of time and made the history of Lan 
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Xang synonymous with the history of the 
Lao in the Mekong valley.” The legendary 
14th century King Fa Ngum was hailed 
as the monarch who brought unity to the 
country while other King Anou of Vien- 
tiane, who reigned in the early 19th cen- 
tury, not only reigned “over a prosperous 
Vientiane, but ... also embodied the desire 
to free his country from the yoke of Siamese 
domination.” Annals were unearthed and 
rewritten, Mr. Iversson continues, so that 
“the Lao were not only given a past, but they 
also possessed a written tradition symbol- 
izing a flourishing civilization of the past. 
The written history was an important mark 
of civilization vis-a-vis the Siamese.” 

When pan-Thai nationalism ran high in 
the 1930s and 1940s, the need to strengthen 
a separate Lao identity became even more 
urgent. Charles Rochet, the then French 
director of public education in Laos, was 
instrumental in creating the territory’s 
first newspaper in the Lao language, Lao . 
Nhay, in 1941. It carries cartoons ridicul- 
ing pan-Thaiism and articles about Lao 
history and culture. 

But, in the end, it all backfired. As the 
very idea of what it meant to be Lao grew, 
so did the desire to become an indepen- 
dent nation, or, as Mr. Ivarsson writes, the 
“French-sponsored Lao cultural national- 
ism was transformed into a political and 
anticolonial nationalism.” Various inde- 
pendence movements gained momentum, 
and, in 1953, the French had to transfer 
power to a new Lao government in Vien- 
tiane. The king, however, resided in Luang 
Prabang. He was actually only one of sev- 
eral kings, but the French had promoted 
him as a “national” king of Laos in another 
attempt to unify the ethnically and politi- 
cally diverse territory. 

The main shortcoming of Mr. Ivarsson’s 
otherwise excellent study of how a “Lao 
space” was created between Siam and In- 
dochina is that his study ends in 1945. Laos 
embarked on an even more interesting 
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As the very idea of what it meant to be Lao grew, so did the 


desire to become an independent nation. 





nation-building endeavor after indepen- 
dence. The people of the lowlands, who 
speak a language related to Thai, were 
designated as “Lao Loum”, or “Lao of the 
valleys—while the Mon-Khmer speak- 
ing minorities were called “Lao Theung,” 
or “Lao of the mountain slopes,” and the 
highlanders, most of whom speak Tibeto- 
Burman languages, became “Lao Soung,” 
or “Lao of the mountain tops.” 

Ethnicity or language is no longer im- 
portant to be Lao; now, everyone inside 
the present boundaries of an “erstwhile 
colonial state which did not correspond to 
any political entity already in existence,” 
to use Mr. Ivarsson’s characterization of 
the country, have become Lao. And Laos 
appears to have succeeded where other, 
similar colonial creations have not. Bur- 
ma is still plagued by ethnic strife and civil 
war while East Timor is in danger of be- 
coming a failed state. So perhaps the Lao 
example is worth some closer scrutiny— 
and Mr. Ivarsson’s book on the subject is 
a brilliant study of how a once undefined 
“space” eventually became a nation. 


VISIBLE CITIES: CANTON, NAGASAKI, 
AND BATAVIA AND THE COMING OF 
THE AMERICANS 
by Leonard Blussé 
Harvard University Press, 133 pages, 
$25.95 





Reviewed by PAUL MOZUR 


N THE WINTER of 1794, Isaac 
Titsingh and Andreas Van Braam, 
S two Dutch traders and Oriental- 


ists, journeyed from Canton to Beijing to 
congratulate the Qianlong emperor on the 
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60th anniversary of his reign. Upon ar- 
rival at the imperial court in Beijing, the 
two did something extraordinary: they 
performed the traditional kowtows, were 
presented with gifts and got on quite af- 
fably with the imperial coterie. The two 
Dutchmen, to the amusement of all, even 
found time to ice skate in Beijing. 

Their mission would stand in marked 
contrast to Earl George Macartney’s Brit- 
ish embassy to Beijing the year before. Sent 
to broker a trade agreement that would 
establish a British foothold in Canton, the 
embassy ended in abject failure. The story 
goes that talks broke down due to Macart- 
ney’s refusal to kowtow and violations of 
Beijing court decorum. 

As part of the lead up to the first Opi- 
um War, the Macartney mission has been 
the center of several histories—in fact his- 
torians tend to focus on the 19th century 
Opium Wers and forced opening of China 
and Japan. On the other hand the mission 
of Titsingh and Van Braam, as a remnant 
of the Dutch legacy in the region, has been 
largely neglected. 

But much can be gleaned from the 1600 
and 1700s when the Dutch, Portuguese 
and Spanish (and later the British and 
Americans) all experimented with dif- 
ferent strategies in competition over the 
“monsoon trade” in the South and East 
China Seas. Moreover, economic and po- 
litical developments in the region during 
the 1700s reveal much about the measured 
isolationism of Tokugawa Japan and Qing 
dynasty China. 

All of this neglect makes Leonard Blus- 
sé’s book, based closely on his Reischauer 
lecture (an annual series of lectures spon- 
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sored by the Fairbank Center at Harvard 
University on topics in Asian studies), a 
welcome addition to current historiogra- 
phy on the topic. 

Centered around the cultural interac- 
tions in Dutch Batavia (modern-day Ja- 
karta), Canton and Nagasaki, Mr. Blussé 
addresses topics he has written about be- 
fore—the presence of the Dutch in Asia and 
18th century Asian history—in an accessi- 
ble academic introduction to Asian mari- 
time history. Riffing off the title of Italo 
Calvino’s novel, Invisible 
Cities, Mr. Blussé calls the 
three entrepots “‘visible 
cities’ because no other 
cities in 18th century Asia 
were portrayed (and pos- 
sibly even written about) 
as often as these ports, 
where East and West met 
in strikingly different but 
also similar ways.” 

Mr. Blusse takes his cue 
from historian Fernand 
Braudel, moving away 
from sequential narrative 
history and striving to bal- 
ance cultural, political and 
commercial developments in the region. 
Through the prism of greater historical 
context, the stories of each port city anda 
smattering of narratives about the inhab- 
itants of those cities, Mr. Blussé leads the 
reader deeper and deeper into 18th cen- 
tury Asia and the monsoon trade. 

Along the way Mr. Blussé makes com- 
prehensible the closed attitude toward 
trade that characterized both Japan and 
China, as well as the way that attitude 
shaped the financial institutions the two 
nations created to deal with burgeoning 
trade. He also convincingly traces the 
decline of Nagasaki and Batavia as port 
cities. Nagasaki suffered from Japan’s 
sakoku (closed country) policies. Mean- 
while Batavia saw the lines of trade natu- 
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rally shift to Canton as the tea trade with 
China took off. 

Although at times the book seems to 
bounce needlessly and arbitrarily be- 
tween time periods and themes, Mr. Blus- 
sé’s Braudelian approach is often effective, 
perhaps nowhere more so than in discuss- 
ing Titsingh and Van Braam’s journey to 
Beijing. As it turns out, both were inter- 
esting characters in their own right and 
Mr. Blussé takes the time to describe each 
Dutchman’s life. Titsingh had spent sev- 

eral years in Nagasaki, was 
a dedicated Japan scholar 
and had twice visited the 
shogun in Edo. Meanwhile 
Van Braam had made a for- 
tune on the trade between 
Canton and Europe, only 
to lose itin America. Later, 
he returned to the Nether- 
lands and re-enlisted as a 
supercargo to make a new 
fortune. 

With all of this back- 
ground given, Mr. Blus- 
sé makes the case that the 
pragmatism and perhaps 
even cultural sensitivity 
developed over years spent in the multi- 
cultural, 18th century monsoon trade en- 
sured sticking points such as ritual would 
not derail an otherwise friendly meet- 
ing—Mr. Blussé also convincingly links 
Titsingh and Van Braam’s attitudes to the 
conciliatory approach of the Dutch East 
India Company toward Japan and China: 
“Delegated as envoys of the Dutch East In- 
dia Company to congratulate the emperor, 
and not as ambassadors of a king or a czar, 
Van Braam and Titsingh saw no reason to 
trouble themselves about kowtowing or 
behaving in China as the Chinese did.” 
Indeed, the two merchants “lived worlds 
apart from the prevailing Western mind- 
set of the 19th century.” 

Unfortunately diplomats such as Ma- 
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to bad policy and even worse execution. 





cartney were unable to break away from 
their Eurocentric viewpoints to accept in- 
troduction rituals. Admittedly the kow- 
tow had nearly caused wars before, most 
notably between the Timurid empire and 
Ming dynasty China. But it is hard not to 
imagine what might have happened had 
Macartney’s embassy been replaced by one 
comprised of more practical, experienced 
Asia hands. And although globalization has 
ensured cultural gaps between the East and 
the West are not what they used to be, it 
is valuable to note the cultural lessons and 
precedents Mr. Blussé’s tale teaches. 


CHINA RISING: PEACE, POWER, AND 
ORDER IN EAST ASIA 
by David C. Kang, 
Columbia University Press, 274 pages, 
$24.95 
NaN nm ed “eae 
Reviewed by JOHN FRANKENSTEIN 


AVID KANGQ’S ENGAGING China 
iD Rising: Peace, Power, and Order in 

East Asia focuses on the reaction 
of East Asian states to China’s emergence 
from Maoist ashes to its current dominant 
position in the region. Mr. Kang, a professor 
at Dartmouth College, paints a picture ofan 
East Asia that has, on the whole, perceived 
China’s intentions as nonthreatening and 
that has welcomed China’s development 
and international engagement. Mr. Kang 
writes: “The hallmark of East Asia over the 
past half century has not been military con- 


flict, it has been economic development.” 
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But the heart of Mr. Kang’s argument 
is a critique of the way we analyze inter- 
national politics, especially the relevance 
of international relations theory to state- 
to-state relations in East Asia in the late 
20th and early 21st centuries. Convention- 
al realist theory equates capabilities with 
intentions and posits that the emergence 
of a new power in the international sys- 
tem engenders conflict and, perhaps, he- 
gemonic war. Other states, faced with a 
new threat, would either ally themselves 
to the new power or group together in an 
attempt to balance it, perhaps with an off- 
shore power. 

But Mr. Kang asks, why, with China’s 
rise, has there been stability in the region, 
not conflict? Why have East Asian states 
not banded together to balance China, 
but rather have opted to accommodate, 
not confront, Beijing? In Mr. Kang’s view 
conventional theory does not fully account 
for what we see. 

Should we really care? We might easily 
dismiss all this as a tempest in an academ- 
ic teapot, but realist views are widespread 
and are behind many apprehensions about 
China today. They color our global mind- 
set; they persist, in Keynes’s phrase, in 
“every corner of our minds”—and, very 
importantly, in the minds of policy mak- 
ers and national leaders. Poor assumptions 
based on a confrontational mindset lead to 
bad policy and even worse execution. We 
don’t have to look very far these days to 
find examples. 

As Mr. Kang points out, these realist 
concepts come out of the tumultuous his- 
torical experience of Westphalian Europe. 
Asia, Mr. Kang maintains, followed a dif- 
ferent path and requires a different ap- 
proach. Rather than a European system of 
competing nation states obsessed with the 
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maintenance of a balance of power, Asia’s 
peoples, organized variously—and loosely— 
as kingdoms and fiefdoms, have historically 
basked in the sun of a dominant China. 

Confucian norms were shared widely. 
The traditional tribute system was just 
one reflection of this hierarchy. Of course, 
wars, invasion and conquest were hardly 
absent over the long run of Asia’s history. 
But, Mr. Kang argues, a stable China prom- 
ised regional order. A weak China invited 
trouble and in historically recent times, 
when China was indeed the sick man of 
Asia, the region suffered foreign aggres- 
sion, revolutions and wars. 

Thus, in Mr. Kang’s analysis, China’s 
emergence as Asia’s dominant political 
and economic power has, in a way, reset 
the historical clock. To be sure, modern 
Asian states are hardly the supplicants of 
the old tribute system. Hot spots—the Ko- 
reas, Taiwan— persist. 

Sad questions left over from the 20th 
century—most notably those left by Im- 
perial Japan’s ghastly conquests—still 
rub raw. But bound by complex ties of 
interdependence, and assuaged by skill- 
ful Chinese “soft power” diplomacy, no 
Asian state—except Japan, skeptical of 
Chinese motives, and Taiwan, under mil- 
itary threat—fears China. Regional institu- 
tions—the Association of Southeast Asian 
Nations, for instance--engage with, rather 
than hedge against, China. 

The key to these dynamics, Mr. Kang 
writes, lies in the perceptions states have 
of each other and the identities these states 
have constructed of themselves. This so- 
called constructivist view goes beyond the 
enumeration of material capabilities of 
states such as military strength or indus- 
trial capacity. To be sure these cannot be 
ignored and have to be included in any pol- 
icy calculus. But in Mr. Kang’s view, East 
Asian states believe that China does not 
have aggressive intentions against them 
and, given China’s growth and power, 
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their national interests lie in accommoda- 
tion, not confrontation. 

Mr. Kang spins out his analysis with 
concise chapters on Chinese identity and 
Taiwan, South Korea, Asean, Japan, and 
the United States. This reviewer found 
the chapters on Korea and Japan the most 
original. South Korea’s dilemma is well 
sketched. Driven by the national goal of 
reunification with a regime that menaces 
the country, Seoul depends on its good rela- 
tions with China, the key allay of its North 
Korean threat and 1950s invader, and its 
strained relations with the U.S., which led 
the fight in the 1950s Korean War. Japan’s 
relations with China are aptly summarized 
in Mr. Kang’s phrase, “cold politics, hot 
economics.” 

Japan’s perceived reluctance to come 
clean on or settle historical issues—the 
Nanjing Massacre, Yasukuni, small off- 
shore islands, textbooks—is seen by the 
aggrieved parties as evidence that Japan 
remains a tiger that really hasn’t changed 
its stripes. At that, Mr. Kang says, Japan 
is unlikely to compete with China for re- 
gional influence, and counts more on its 
links with the U.S. than its hopes for im- 
proved ties with China for its security. 
The U.S. also accommodates China; its 
presence in the region, at the very least, 
is comforting to East Asian states, but Mr. 
Kang suggests, given Asian interests, the 
likelihood of a willing coalition to balance 
against China is unlikely. 

This short review necessarily simplifies 
Mr. Kang’s arguments and examples. This 
reviewer is generally in sympathy with the 
general thrust of his theoretical approach, 
but I feel that the picture he draws might 
be just a bit too pacific. Certainly no Asian 
state deliberately seeks conflict, especial- 
ly with the biggest nuclear power in the 
neighborhood—far better to trade and get 
along. Still, there are questions. Compet- 
ing territorial claims persist and from time 
to time Chinese naval and air forces play 
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chicken with other Northeast Asian mil- 
itaries at their edges. No one challenges 
China’s right to rebuild its military to a 
level commensurate with its status, or to 
deploy its growing navy in internation- 
al waters. But China’s intentions—in the 
absence of any threat—remain opaque. 
If Asian states are not hedging against 
China, their close relations (and military 
purchases) from the U.S. come close; oth- 
erwise, for example, what might one make 
of Singapore’s construction of a port for 
American aircraft carriers? The game of 
real politik may have been an European in- 
vention, but some of its most adept players 
are in Asia today. 

In other words, there are points Mr. Kang 
makes that could be subject to debate—and 
I feel sure Mr. Kang would welcome the 
discussion. Given the book’s theoretical 
emphasis, it will probably be most welcome 
in graduate courses and strategic planning 
staffs. But any serious student of Asia will 
find China Rising challenging, and will give 
that reader a good deal to consider—and 
perhaps rethink. 


CLEARING THE AIR: THE HEALTH 
AND ECONOMIC DAMAGES OF AIR 
POLLUTION IN CHINA 
Edited by Mun S. Ho and Chris P. 
Nielsen 
MIT Press, 387 pages, $50 
to 
Reviewed by SAM GEALL 


EIJING’S SMOGGY SKIES made 
headlines around the world in 
March when Ethiopian long-dis- 


tance runner Haile Gebrselassie decided 
not to compete in this summer’s Olympic 


As China’s energy-intensive economic boom continues, the 
risks to health are similar to those in Britain 50 years ago. 





Games due to concerns about air pollution. 
Despite the Chinese government’s well 
publicized war on the toxic pall that cov- 
ers the capital, its nearby hills are still ob- 
scured by haze and pollution-related flight 
delays are common. 

Direct health risks of air pollution tend 
to receive little attention in developed 
countries, where the problem has now de- 
clined in general, and concern has, perhaps 
understandably, shifted to the longer-term 
effects of climate-warming emissions. It is 
rarely recalled that as recently as 1952, coal 
burning combined with unusual weather 
conditions caused several thousand peo- 
ple in London to die prematurely over the 
course of a few weeks. But as China’s en- 
ergy-intensive economic boom continues, 
driven in large part by the manufacture 
of products for export to consumers in 
countries such as the United Kingdom, the 
risks to human health are similar to those 
in Britain 50 years ago. 

In 1997, air pollution caused around 
97,000 cases of premature death in Chi- 
na, Chris P. Nielson and Mun S. Ho find in 
their pertinent study, Clearing the Air: The 
Health and Economic Damages of Air Pol- 
lution in China. Combined with 1.4 million 
cases of chronic bronchitis that year, and 
the many days of restricted activity caused 
by pollution-related health complaints, 
Messrs. Ho and Nielson estimate that the 
health damages of air pollution cost the 
country 137 billion yuan ($19.7 billion) an- 
nually, or 1.8% of GDP, though they allow 
that this figure could range from 0.65% at 
the low end to 4.7% at the highest. 

Some analyses, they note, rank air pol- 
lution-caused respiratory diseases as one 
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of the leading causes of death in China. The 
high concentrations of particulate matter, 
sulfur dioxide and carbon dioxide in the 
country’s air helped to include 16 Chinese 
cities among the world’s top 20 most pol- 
luted, according to the World Bank. And 
the effects do not stop at human health, 
with pollution having significant impacts 
on crop productivity, forests, ecosystems 
and the materials that make up our built 
environments. 

The book’s impressively integrated ap- 
proach means Mr. Ho, a visiting scholar at 
Harvard University, and Mr. Nielson, the 
director of the same university’s China 
Project, summarize their conclusions and 
put forward a number of key policy sugges- 
tions in accessible chapters that are free 
of the usual scholarly conventions. More 
specialized sections, from researchers in 
fields that include environmental health, 
economics and industrial engineering, fol- 
low later in the book. 

The multidisciplinary framework of 
their research also allows for a total pic- 
ture to emerge; from China’s breakneck 
economic growth to the emissions of par- 
ticular pollutants; from human exposure 
to health impacts; and from the econom- 
ic cost of health effects to the analysis of 
different mitigation policies. Significantly, 
the focus throughout is on the damages of 
pollution: the central question is how to 
minimize these enormous threats to hu- 
man health, rather than how to curb emis- 
sions or reduce energy use per se. 

At the heart of the study is an enormous 
amount of quantitative research into key 
polluting sectors. It comes as little surprise 
to discover that China’s electric-power sec- 
tor has the gravest impact on human health, 
given the country’s continued dependence 
on coal for around three-quarters of its 
commercial energy consumption. 

The authors find that the cost of dam- 
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age from coal in 1997 came to around 94 
yuan per ton, or an astonishing 0.58 yuan 
of damage per yuan of coal. However, the 
authors find the cement industry is the sec- 
ond largest source of damages, an industry 
that had until recently been underempha- 
sized as a source of health risks. In fact, it 
far outranks the chemical industry or steel 
smelting in its impacts on health, and is an 
even larger source of damages than trans- 
portation—which comes in third place. 

The Chinese government’s response to 
air pollution in the run-up to the Olympics 
has so far been a localized, regulatory ap- 
proach. Beijing has trialed car-free days, 
and regional polluters have been closed 
or relocated. By contrast, Messrs. Ho and 
Nielson propose the government consider 
economy-wide market instruments to re- 
duce air pollution. 

The authors analyze two key proposals, 
fuel taxes and a “green tax” on the gross 
output of each economic sector in propor- 
tion to the local health damage. A green 
output tax would have the advantage of 
spreading adjustment costs further than 
the coal sector. The study finds it would re- 
duce health damages by 4% in its first year, 
and carbon dioxide by 3%. The more com- 
pelling argument is for fuel taxes, however. 
Even moderate taxes on fuels, the authors 
calculate, could reduce health damages by 
11% in their first year, while lowering GDP 
by less than 0.1%. Significantly, this tax pol- 
icy would also reduce carbon-dioxide emis- 
sions, the major greenhouse gas, by 11%. 

It becomes clear that if the right policy 
instruments are used, the benefits of pol- 
lution control in China would far outweigh 
the costs. At a time when Beijing should 
be considering not only its local pollution 
problem, but also its global greenhouse- 
gas emissions, Messrs. Ho and Nielson’s 
suggestions are a welcome addition to the 
debate on pollution reduction. 
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PARADISE BY DESIGN 
by Bill Bensley, 
Periplus Editions, $49.95, 240 pages 





Reviewed by RON GLUCKMAN 


REAT BOOKS DON’T grow on 
trees, but from some of Asia’s 

most lush and beloved gardens 
has bloomed this remarkable showpiece 
of resort and residential landscaping. 

Mr. Bensley, a lanky American who has 
divided his time for nearly two decades be- 
tween offices in Bangkok and Bali (and is 
fluent in both Thai and Indonesian and a 
master of both cultures’ art traditions) is 
among Asia’s most celebrated and prolif- 
ic landscape architects. Businessmen and 
luxury travelers in the region are well ac- 
quainted, often enamored, with his gran- 
diose gardens, from the mock temple ruins 
of the J. W. Marriott in Phuket and exqui- 
sitely terraced rice fields of the Four Sea- 
sons in Chiang Mai to the new elephant 
safari camp in the jungles of the Golden 
Triangle, again for the Four Seasons. 

In a world that increasingly opts for 
fantasy getaways, whatever the price, 
this one-time California beach bum deliv- 
ers the dreams and has never shied from 
stretching a budget or reaching for the 
stars. In the process, Mr. Bensley has be- 
come a bankable brand name in tropical 
Asian landscape architecture, with over 
100 projects in more than two dozen coun- 
tries. His playful style is suited to the ter- 
rain—lush, verdant, buoyant, bushy. 

Surprisingly, his penchant for flam- 
boyant, often over-the-top statuary, foun- 
tains and pools, also plays well on paper: 








œ- Mr. Gluckman is a free-lance writer based in 
Bangkok and Phnom Penh. 


Mr. Bensley’s designs deserve serious study, and his land- 
scapings, however outlandish, are masterworks of art. 





the writing is humorous, intimate and in- 
viting. Mr. Bensley’s resplendent designs 
become elements for serious study, and 
the landscaping, however outlandish, is 
revealed as a masterwork of art and disci- 
pline. Mr. Bensley remains an artist, con- 
tinually pushing the bar. Although you 
often feel you are in one of Mr. Bensley’s 
gardens as soon as you are cushioned by 
the foliage, and spy some odd, enormous 
statue, he is careful not to repeat himself. 

A magpie collector, Mr. Bensley con- 
stantly scours the world for interesting 
trinkets, antiques and decorations. These 
provide much of the detailing of each re- 
sort. He spent months filling a series of 
baskets so each tent would be uniquely 
outfitted at the Golden Triangle, the first 
camp for luxury chain Four Seasons. 

He also designed a resort with no road 
access—guests arrive by river boat or, in 
dry season, on the back of elephants. He 
wanted to maximize interaction not only 
with other guests, as in African bush 
camps, but the elephants roaming the 
property. Bathrooms were placed outside 
and, he notes with pride, you can hear the 
elephants eating nearby. 

Mr. Bensley spends weeks of every 
month on the road, researching. He is 
also an avid photographer, and shoots 
constantly—buildings, arches, colors, tex- 
tures. Among a hundred staff, his studio 
employs artists who render these details 
into paintings and other forms that be- 
come design elements; he calls it the pNA 
of design. 

Customers always praise his presenta- 
tions, which Mr. Bensley has elevated to 
an art form. One rival landscaper in Bali 
concedes: “He is a ravishing draftsman. 
This is what impresses clients most, his 
P.T. Barnum presentations.” 
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In his book, Mr. Bensley notes that he 
insists on artistic ability in his staff. Fanta- 
sy begins modestly and intimately, in one’s 
imagination. Communicating conceptions 
to clients at the outset is crucial to win trust 
and set the direction for these massive de- 
signs, really cinematographic in scope. Re- 
sorts can spend $1 million on design, and 
completion can take many years. Designers 
“must be able to draw with their hands.” 

Mr. Bensley is no less meticulous about 
execution. He felt that bronze statues for 
resorts in China, for instance, should be 
cast by Chinese artisans in China to look 
traditional. Yet for one resort, his artists 
created their own line of figurines, a kind 
of terracotta fantasia. Mr. Bensley fretted 
about the exactness of the rendering in 
China. So he had his artists craft the fig- 
ures and molds in his studio then send the 
molds to China to cast the statues there. 

Mr. Bensley has been a gardener since 
boyhood. Tourists have been marveling 
at his work since they stopped to gawk at 
the gardens he tended as a teenager at his 
home in Southern California. He studied 
architecture at Harvard University and 
later followed a fellow student—and life- 
long collaborator—Thailand’s Lek Bunnag 
to Asia. 

Lately, this gardener has moved in- 
doors, and up the artistic ladder, taking 
on overall hotel architecture, as well as in- 
terior design. “I aspire to completeness,” 
he explains. This often extends to details 
as comprehensive as the design of the 
staff uniforms. In many ways, this sense 
of completeness is the book’s greatest 
strength. We not only stroll some of Asia’s 
most-viewed gardens, with Mr. Bensley 
detailing the nurturing of each, but we 
also roam from resorts into new territo- 
ry of projects we would never otherwise 
see—his residential designs. 

Here, he has done some of his most 
tender and focused work. Instead of the 
massive scale of hundred-room resorts 


FAR FASTERN ECONOMIC REVIEW 


on sprawling estates, we visit exquisite 
abodes like the Karawaci residence, about 
30 miles outside Jakarta. It’s a delight to 
have each subtle detail pointed out by the 
creator, whose subtlety is often missed in 
the splendor of his grandiose gardens. 

And perhaps the best news is that par- 
adise remains a work in progress, with 
plenty more to come. As resorts continue 
to evolve ever upwards in exclusivity, com- 
fort and, of course, cost, Mr. Bensley says 
there is no ceiling for the resort of the fu- 
ture. “It’s escapism,” he notes. “And there 
is really no limit on that.” 


RETURN TO DRAGON MOUNTAIN: 
MEMORIES OF A LATE MING MAN 
by Jonathan Spence 
Viking Penguin, 332 pages, $24.95 
mene ad 


Reviewed by ILARIA MARIA SALA 


IFE IN SHAOXING at the end of 
the Ming dynasty (1368 to 1644), 

for the leisured classes, could be 
spectacularly esthetic: 


As Zhang (Dai) described it, the extrava- 
gance began when several of Zhang Dat’s 
uncles, together with his father, decided 
to light up the whole Dragon Mountain 
in Shaoxing with a display that would 
put all other families to shame. They cut 
and sharpened many hundreds of wood- 
en stakes, painted them with bright red 
lacquer and tied them together in threes. 
Each of these triangular scaffolds was 
garlanded in satin, and from each a lan- 
tern was suspended. Under the branches 
of the trees that grew in profusion on the 
mountain—and were also festooned with 
lanterns—the lines of lacquered frames 
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with their gleaming offerings ‘hemmed 
the skirts of the mountain paths, climbed 
along the steep mountain steps and clothed 
the valleys with their radiance. 


The vision Jonathan Spence conjures 
up is so modern and graphic that it seems 
to come from the superlative installations 
of New York artists Christo and Jean- 
Claude—who famously 
surrounded a series of is- 
lands off Miami with pink 
plastic sheets, wrapped 
up the Pont Neuf and the 
Reichstag, and put up or- 
ange fluttering gates in 
Central Park, New York, 
among many other stun- 
ning projects. 

And following the life 
and the past splendors of 
Zhang Dai and his extend- 
ed family—a wealthy clan 
which had for generations 
been in the service of the 
state, in the upper levels of 
the bureaucracy. Some of his most extrav- 
agant family members lived lives of luxury 
and little else: one was working for a mi- 
nor prince who had more cash than career 
prospects, others were reaping the bene- 
fits of having passed various levels of im- 
perial examinations and others still could 
simply live off the wealthier ones. 

As in previous books, however, even 
when describing the indulgent lifestyle of 
despotic patriarchs, Mr. Spence looks at 
how the women of the family were faring, 
basing his descriptions of their thrift, their 
cunningness, their need to find security in 
an acquired family that might always view 
them with suspicion on passages taken and 
translated from Zhang Dai’s own writings. 


Pleasure was above all given by a refinement of the senses 
and a deep cultivation of the self. 
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Page after page, we start to form a mental 
picture of a man who had a strong eye for 
detail, a passion for learning and writing, 
a deep attachment to his grandmother and 
brothers, and a Sybaritic ability to look for 
pleasure in all its forms. 

And pleasure was above all given by a 
refinement of the senses and a deep culti- 
vation of the self. The vision of a mountain 

ablaze with lanterns gar- 
_ landed in satin is far from 
being the only one that 
made Zhang Dai’s life so 
k exotic and dedicated to 
Wo refined pastimes: “Much 
e of life, for Zhang, was 
- spectacle, and the great 
_ truths for him remained 
aesthetic ones,” remarks 
Mr. Spence, and through- 
out his latest book, Re- 
turn to Dragon Mountain: 
Memories of a Late Ming 
Man, these spectacles are 
opulently described. The 
volume opens with an in- 
credible scene of pleasure boats floating on 
the waterways of Nanjing, under the full 
moon, where delicate song, poetry and 
music mixes with the best teas and wines 
and courtesans of various skills and at- 
tractiveness. 

It is a decadent, highly cultured world, 
made all the more nostalgic in later re- 
membrances by its sudden death, unfore- 
seen by most at the time: 1644, the date 
when the last Ming Emperor, the Chong- 
zhen Emperor, committed suicide after 
the peasant rebellion led by Li Zicheng 
had managed to threaten the capital, and 
the Forbidden City itself. The Chinese gen- 
eral Wu Sangui asked the Manchu army 
to come to the Ming’s rescue—which they 
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did, but once Li was defeated they decided 
to remain in the Forbidden City, establish- 
ing the Qing dynasty, which would govern 
China until 1912. 

For Zhang Dai, a historian, poet, essay- 
ist, and bon vivant, the end of the Ming was 
a powerful earthquake that forever shat- 
tered all the ideals that he held dear: not 
that the Qing dynasty really brought only 
Northern barbarism and warfare—on the 
contrary, it was one of the most successful 
reigns ever to flourish in Chinese territory, 
at least up to 1800—but for those living in 
the regions South of the Yangtze, the Ji- 
angnan region, “civilization” only meant 
Han, or Mandarin culture, and everything 
else was seen with unconcealed disdain. 

For Zhang Dai, then, who was 47 years 
old when this watershed event took place, 
life from then on was made of reminis- 
cences, attempts to pinpoint what could 
have brought on such a catastrophe, and 
trying to hide among manuscripts and 
paintings, in order to recreate, as much as 
possible, an imaginary Garden of Eden to 
escape the unpleasantness of the new cir- 
cumstances. 

Zhang, in effect, lost not just the cer- 
tainties that pertained to his political vi- 
sion, and his instinctive loyalty for the 
Ming ruling house. He had lost every- 
thing, family, position, certainties, wealth 
and leisure, and decided then to recreate 
it with his brush, writing and recollect- 
ing, letting himself be moved by a certain 
color, a certain atmosphere—by then pres- 
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ent mostly in his mind’s eye—and trying 
to recreate it in his work, “Dream recol- 
lections of Taoan”, where all his nostalgia 
could find solace. 

This is an unusual book: it is a book of 
discovery, where little by little the person- 
ality of Zhang Dai emerges along with the 
complex, fascinating world that surround- 
ed him. It is a book where the inevitability 
and totality of loss leaves a never ending 
appreciation of treasures past. But for us, 
modern readers, it is a window on a magic 
world, long vanished, of mountains alive 
with lanterns, of waterways where myste- 
rious artists and courtesans sing and play 
exotic tunes, while the moon and the can- 
dlelight play on the water’s surface, and of 
dreams gone by in a faraway era. 


THE FOURTH ANNUAL 
REVIEW SUMMER READING LIST: 
THE BEST HUMOROUS BOOKS ON ASIA 


O YOU EVER laugh out loud on 
the airplane? Take along a cou- 
ple picks from our next summer 
reading list on your holiday and your flying 
companions will start wondering about 
the lunatic sitting in 3C. In our July issue, 
the REVIEW editors will select their favor- 
ite funny books about Asia. So if there’s a 
book that sends you into stitches, share the 
laughter with us at letters@feer.com, and 
we may feature your comments. E 
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REBUILDING SEOUL’S BROKEN PALACE 


I 


by Daniel Kane 


’VE BEEN VISITING Gyeongbok 
Palace in Seoul for well over a de- 
cade, experiencing vicariously its 
measured return from the verge of extinc- 
tion. As a fresh faced American soldier in 
Korea in 1993, I recall one of my first ven- 
tures outside our gated compound was 
to the National Museum, at the time lo- 
cated on the Gyeongbok Palace grounds. 
Housed in an austere, rectangular build- 
ing of white granite, the museum seemed 
out of place among the traditional wooden 
Korean structures. As I wandered through 
the museum’s stone halls and up its grand 
central staircase, I did not realize I was 
roaming through the building that was 
formerly the Colonial Headquarters of the 
Japanese. Erected in the 1920s with delib- 
erate affront, the Japanese could not have 
chosen a better location to make a state- 
ment of political dominance, 

In the symbolic landscape of Seoul, 
Gyeongbok Palace has always held pride of 
place. Begun in 1395 as the primary royal 
residence of Korea’s Joseon dynasty (1392- 
1910), it has been weathering the storms of 
Korean history for more than six centuries. 
According to geomancy—theories on the 
interplay of geography and universal ener- 
gies, and more widely known as feng shui— 
Gyeongbok sits on some prime real estate. 
Nestled beneath protective Bukak Moun- 
tain to the north and three other moun- 
tains to the east, west, and south, the site 
was specifically selected for its potential to 
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benefit from propitious energies. And like 
its cousin, the Forbidden City in Beijing, 
Gyeongbok’s layout reflected not only the 
political authority it enshrined, but the uni- 
versal laws that informed it. At its center 
sat the throne hall, with the royal quarters 
situated behind and to the front a series of 
ever more impressive gates, culminating in 
the palace’s main gate, Gwanghwamun— 
“gate of illuminating enlightenment.” 

In its several transformations over the 
last century the Gwanghwamun could 
stand as metaphor for Korea’s own odys- 
sey: dismantled by Japan, burned down in 
civil war, restored in concrete by a “can 
do” dictator, and now being rebuilt by a 
confident nation keen on preserving its 
traditional heritage. 

For more than two decades, Gyeongbok 
Palace has been the center of an ambitious 
restoration project seeking to return it to its 
1910 apogee, a goal that carries a 25 billion 
won ($25 million) price tag and which is 
now half realized. The next major task, be- 
gun in 2007, is the removal of a 1960s con- 
crete Gwanghwamun and its replacement 
by anew Gwanghwamun, constructed us- 
ing traditional material and techniques. 

Today, I have come to meet Ha Seon 
Ung, the man in charge of the restoration 
work for the country’s Cultural Heritage 
Administration. Within the grounds, he 
greets me at the door of a high plywood 
barricade, erected to curtain the unsightly 
views of construction and excavation work, 
and guides me to his makeshift two-story 
headquarters of assembled fiberglass. ’m 
surprised to greet in Mr. Ha a young man 
not much past 30. But if he is daunted by 
his task he betrays no signs of it~he leads 
me confidently up a set of stairs to asecond 
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story landing to survey the palace grounds 
like a general before a battlefield. 

“During the Japanese period between 
1910 and 1945 about 90% of all the structures 
in Gyeongbok Palace were destroyed,” he 
tells me. The Japanese colonial government 
had planned on destroying the Gwanghwa- 
mun as well—only a groundswell of Korean 
resistance saved it. “The Koreans protesters 
were actually supported by some Japanese 
scholars who also did not want to see it de- 
stroyed,” he concedes. 

But the gate’s troubles were far from 
over. As Mr. Ha explains, “In 1927 the 
Japanese settled for 
dismantling and mov- 
ing the gate to a new 
location along the 
palace’s eastern wall 
to make way for the 
erection of their colo- 
nial headquarters on 
the palace grounds.” 
Adding insult to inju- 
ry, the new headquar- 
ters building was built 
in the shape of the Chinese character for 
“sun,” imprimatur in concrete of Japan’s 
dominance. As for the Gwanghwamun, 
it burned down in 1950 during the fierce 
struggle for Seoul in the Korean War. Only 
its stone base survived. 

In the early decades of the Republic of 
Korea, having constructed his new presi- 
dential quarters immediately north of the 
Gyeongbok Palace, intentionally sharing 
the north-south axis of the former seat of 
Korean monarchs, South Korea’s dicta- 
tor Park Chung Hee was not to be denied 
the potent national symbol of Gwanghwa- 
mun. Park rebuilt the gate in 1968, though 
instead of the customary wood, he chose 
to mold its many pieces from concrete. Mr. 
Ha explains with a chagrined smile, “Of 
course, it was really ridiculous to build it 
from concrete. But at the time Park was in 
the middle of promoting his ‘New Village 
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Movement; which emphasized rapid devel- 
opment and modernity.” And, apparently, 
plenty of concrete. 

Park also returned the gate to its origi- 
nal location—well, sort of. Mr. Ha rattles 
off the incriminating numbers like a law- 
yer in the courtroom of history, “In fact, 
Park Chung Hee’s gate was 11.2 meters 
south and 13.5 meters west from its origi- 
nal location, and was turned 3.75 [degrees] 
clockwise off the palace axis.” Park had 
centered his gate on the former Japanese 
Colonial Headquarters building. 

In 2006, after nearly 40 years, Park 
Chung Hee’s Gwangh- 
wamun was inits turn 
dismantled. Parts of 
the erstwhile con- 
crete gate are tempo- 
rarily being displayed 
on the palace grounds 
like so many national 
traitors, their grey 
interiors shamefully 
bared to the nation. A 
period of surveying in 
2007 revealed the original foundations of 
the gate, and the work to restore a faithful 
rendition of the original is well underway. 

Trained in traditional Korean archi- 
tecture, Mr. Ha places special emphasis 
on material and technique. “Before build- 
ing anything the historical investigation 
has to be thorough and precise. We look 
at old royal records and drawings and pho- 
tographs the Japanese took. We also doa 
thorough excavation of the site beforehand 
to determine its proper dimensions.” 

As for the gate’s material, only the best 
will do. “We get all the timber from Gang- 
won Province”—South Korea’s northeast- 
ern province and famed for high mountains 
and pine forests—“and after it is cut it re- 
ceives a traditional blessing.” The results 
sit in neatly stacked piles in another cor- 
ner of the palace compound. Under pro- 
tective shelters, scores of craftsmen are 
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now cutting and forming the thousands of 
pieces that will comprise the new Gwang- 
hwamun. Once ready, the pieces will be 
transported to the erection site to be as- 
sembled—without nails—and then painted 
in the five traditional colors of red, blue, 
yellow, black and white. 

The renewal of Gwanghwamun does 
not end with its restoration. In the works 
as well are grand plans for the creation of 
an open space—a Gwanghwamun Plaza—in 
front of the gate, reminiscent of traditional 
times when subjects would gather before 
the gate in remonstrance or to seek royal 
redress. This latter plan was not without 
its detractors. There was some hesitancy 
among conservative government elements 
about creating a potential gathering space 
for protesters, particularly as the proposed 
plaza sits conveniently near government 
administrative buildings and within 
shouting distance of the United States’ 
embassy. The plans also involve redirect- 
ing the four lane thoroughfare thatruns in 
front of the gate, a sore point among driv- 
ers in an already congested urban space. 
But with the U.S. diplomatic compound 
slated to move to new quarters elsewhere, 
and plans to accommodate traffic, enough 
consensus was reached to allow the plaza 
plans to move forward. 

The current 10-year renovation of 
Gyeongbok is not the palace’s most ambi- 
tious. It has enjoyed before the lavished at- 
tentions of national power and wealth. In 
1865 the child king’s father and regent, a 
man known in Korean history as the Dae- 
wongun, undertook equally ambitious 
plans to restore the palace, which had nev- 
er fully recovered from the Japanese inva- 
sions of 1592 and 1598. In fact, they were 
so ambitious, consuming so much of the 
kingdom’s wealth and demanding so much 
corvée labor, that they sparked riots. Con- 
trasting the Daewongun’s effort with the 
current one, Mr. Ha explains, “That was 
ultimately about augmenting royal power 
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by restoring the main royal residence. This 
project is about national pride and restor- 
ing our national identity.” 

I find Koreans refreshingly open to 
the idea of preservation. I believe this 
has much to do with a particularly strong 
sense of national pride and identity, cou- 
pled with the sobering realization of just 
how much has been lost. After all, the 20th 
century was no gentle lover to Korea. An- 
nexed by Japan in 1910, it spent nearly the 
first half of the 20th century as a colonial 
possession, and greeted liberation in 1945 
only to face national division and then a 
full-scale civil war, the extent of whose de- 
struction is largely unrealized by non-Ko- 
reans. Seoul took the heavy brunt of such 
suffering. At the time of the Korean War 
armistice in 1953 very little of premodern 
Seoul survived. What tragedy didn’t take 
care of prosperity did. The “tiger econo- 
my” years of the 1980s did their own share 
of damage, destroying vast pockets of tra- 
ditional dwellings and replacing them 
with apartment blocks. 

Before leaving Gyeongbok Palace Mr. 
Ha urges me to visit the Geoncheong, a 
separate walled complex nestled in the 
rear corner of the palace grounds. The 
compound was destroyed by the Japanese 
after 1910 but rebuilt and opened to the 
public earlier this year. Korea’s penulti- 
mate king was fond of staying here, prefer- 
ring its simple and unpretentious buildings 
(no bright five colors here) to the formality 
of the official quarters. It was here that his 
consort, Queen Min, was cut down by Jap- 
anese troops in 1895, her body then burned 
in kerosene in a makeshift ditch. 

“The grounds of Geoncheong were the 
first Korean structures to be illuminated 
by electric lights, in 1887,” Mr. Ha offers as 
I’m leaving. The irony is not lost on me. As 
with Park Chung Hee’s Gwanghwamun, 
what was once a symbol of modernity is 
now the symbol of a past restored, or a past 
remembered. = 





mci” E A L E S 





Knickers in Peace Twist 


THE MOST BIZARRE international protest 
movement ever has to be “Panties for 
Peace.” But then, it is targeting the Bur- 
mese junta, which is one weird and su- 
perstitious group of thugs. Human-rights 
groups are urging Canadians to mail wom- 
en’s underwear to the Burmese embassies 
to protest at the regime’s murderous reign. 
The rationale is that Burmese men believe 
that contact with panties will turn them 
into panty-waists, so the gesture really 
hits them where it hurts. 

Sound implausible? Don’t forget that 
Burma’s rulers frequently make policy on 
the basis of what fortune tellers say, such 
as moving their capital from Rangoon into 
the jungle. In 1987, then dictator, Ne Win, 
suddenly abolished the old currency and 
introduced new banknotes in denomina- 
tions that corresponded to his lucky num- 
bers: 15, 45 and 90. His unlucky number 
was eight, which may explain why the up- 
rising that nearly toppled him occurred on 
8/8/88. So if women’s panties have such 
great power, ladies, let them have it! 


I Was a Teenage Gourd Brother 


THROUGH THE MIRACLE of Youtube, TT has 
been reconnected with a past life as a pan- 
golin—a scaly Asian anteater. When the 
Shanghai Animation Film Studio came to 
East China Normal University in the sum- 
mer of 1987 looking for Iaowai “talent,” we 
answered the call of show business. 

The result was an English-language ver- 
sion of “Gourd Brothers,” a classic of the 
animation genre. TT voiced the pangolin, 
as well as a few other minor characters. 
The pay for two weeks’ worth of after- 
noons’ dubbing was a few hundred yuan 
(plus some ice creams and Mao buttons), a 
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princely sum for locals at the time but for 
us barely enough to buy a bottle of Johnny 
Walker from the Friendship Store. 

“Gourd Brothers” is a nostalgia trip not 
only for TT, but also for millions of Chinese 
who grew up in the 1980s. There is even 
an online flash game based on the movie. 
Somewhere in the attic we have a molder- 
ing copy of the English script, which was 
atrociously translated. Not surprisingly, 
the movie failed to have much box office 
success in the English-speaking world, 
although we understand from Wikipedia 
that it was translated into seven languages 
(no doubt it was a hit in Albania). 





A souvenir from the studio, a pangolin cutout used in filming. 


No Wonder Your Luggage Takes 
Years to Arrive 


THE TIMES OF India has a fascinating story 
today on the end of a 22-year court battle 
by Calcutta airport worker S.N. Das, who 
wanted to keep his job despite not having 
shown up for 15 years—and get his back 
pay and perks to boot! More incredibly, he 
kept winning his case in the courts, until 
finally on May 16 the Supreme Court struck 
down a lower court’s order for the airport 
authority to pay him half his back pay. It 
looks like a Pyrrhic victory for employers, 
however, considering that one malingerer 
was able to tie up a simple labor case in 
years of expensive litigation. 

Contributions to Travellers’ Tales can be emailed 


to tales@feer.com. Read more Travellers’ Tales 
online at www.feer.com/tales. 
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